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Responsibility for War 


LREADY, while the war is still in progress, there is 
much discussion relating to the responsibility for the 
beginning of the conflict. These discussions do not 

relate to the economic or other factors productive of war, but 
have to do with individual responsibility only. There is a 
tendency in these outgivings to hold Hitler and Mussolini as 
the instigators of the war in Europe, and at the same time 
to absolve the German and Italian people from the blame 
attaching to their respective dictators. 

This matter is one of great public concern, and since it 
is one affecting all our people and their interests, it likewise 
is of special concern to bankers as well. 

Upon this question some quite emphatic observations 
were made several centuries ago by Stephen de la Boetie, un- 
der the title of “Voluntary Servitude.” The date of these 
views is 1598, and although this is going rather far back. 
as was once remarked about the oxtail soup, nevertheless 
from this great distance we may get light on a pressing prob- 
lem. Here is what was said: 
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“He who so plays the mastery over you has but two eyes, has 
but two hands, has but one body, has nothing more than the least 
among the vast number who dwell in our cities; nothing has he bet- 
ter than you, save the advantage that you give him that he may ruin 
you. Whence has he so many eyes to watch you, but that you give 
them to him? How has he so many hands to strike you, but that 
he employs your own? How does he come by the feet that trample 
on your cities, but by your means? How can he have any power 
over you, but what you give him? How could he venture to per- 
secute you, if he had not an understanding with yourselves? What 
harm could he do you, if you were not receivers of the robber that 
plunders you, accomplices of the murderer that kills you, and the 
traitors to our own selves? You who sow the fruits of the earth, 
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only that he may waste them; you furnish your houses that he may 
pillage them; you rear your daughters that he may glut his wanton- 
ness); and your sons that he may lead them at the best to his wars, 
or that he may send them to execution, or make them the instru- 
ments of his concupiscence, the ministers of his revenge; you ex- 
haust your bodies with labor, that he may revel in luxury, or revel 
in base or vile pleasures; weaken yourselves, that he may become 
more strong, and better able to hold you in check. ... 

“You may deliver yourselves if you but make an effort, not to 
deliver yourselves, but to show the will to do it. Once resolved to 
be no longer slaves, and you are already free.” 


The foregoing must be applicable to every country that 
voluntarily yields to a dictatorship, and particularly to a 
country like Germany, with a high degree of intelligence. 

We hear much in these times about absolving the German 
people of responsibility for Hitler and his doings. But if 
they are not responsible, then who is? And the same ap- 
plies to Italy and Japan. 

It may be expedient now for the United Nations to 
declare that they intend no punishment for the Germans, 
the Italians and the Japanese, but it will be a grievous error, 
when peace comes to be made, if it is forgotten who are to be 
held accountable for the mad dictators who brought upon the 
world this most awful tragedy in the history of mankind. 


CHANGES IN BANKING 
HAT the nature of banking should undergo some funda- 


mental alterations at a time when change is every- 
where, is not a matter for surprise, possibly not for mis- 
giving. In an article by Tom Savage, published in these 
pages, under the title of “Banks and Consumer Credit,” 
some of these changes are indicated and others foreshadowed. 
The title alone indicates one of these changes, though 
it can hardly be called recent. Time was when consumer 
credit was something outside the domain of commercial bank- 
ing. ‘Then it was the theory, and generally the practice 
also, that a commercial bank should aid in the financing of 
commodities on their way from the producer to the con- 
sumer. Even at that time, there was a considerable amount 
of consumer credit, but it was supplied not by the banks but 
by the merchants. 
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The article by Mr. Savage deals in a practical man- 
ner with many of the banking problems that arise in the 
handling of consumer ¢redit, but also considers a ques- 
tion of even greater interest to the banks, and that is as to 
whether or not banking will be able to survive under the 
trying conditions likely to follow the war’s end. 

In this connection it may be comforting to recall what is 
said to be a universal propensity of mankind, namely, when 
one institution is destroyed it is immediately set up again, 
perhaps under a different name. Probably, anyway, the 
term “commercial bank” no longer fitly applies to our banks. 
The old-time commercial bank did not lend on real estate, 
furnish consumer credit, nor deal largely in investment se- 
curities. It was a discount bank. 

Worry over the disappearance of banking as we know 
it may be dismissed, as should most other worries. Since 
banks are needed to supply a service required by the public, 
their survival seems assured, even under other forms and 
names. 


MANAGEMENT FOR PUBLIC DEBT 


N an address by Winthrop W, Aldrich, Chairman of the 
Chase National Bank of New York, published in the 
MaGaziInE, a number of sound and practical suggestions 

were made for the wise management of the very large pub- 
lic debt entailed by the war. That a debt of such huge pro- 
portions will require skillful management is obvious, and the 
suggestions made by Mr. Aldrich should be found of great 
help in achieving this objective. 

There has been some disposition to regard our present 
and prospective Federal debt as being of such vast propor- 
tions as to relegate it to the realm of fantasy, and therefore 
as‘something as to which it is a waste of time to devote any 
attention. Should this point of view be accepted, the result 
might be a serious shock to the public credit, something par- 
ticularly unfortunate at the present time. 

Mr. Aldrich deals with the problem from the standpoint 
of actuality. The public debt is something to be kept within 
bounds, its interest requirements, and ultimately a gradual 
reduction of the debt itself, something for which careful pro- 
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vision should be made. By looking at the debt from this 
sound standpoint, the authorities should be admonished of 
their serious responsibilities, and should authorize no addition 
to the debt beyond necessities of the case. 


ANNUAL REPORT ON THE FINANCES 


HE annual report of the Secretary of the Treasury, 
under date of January 6, 1943, is somewhat in the 
nature of a post mortem, since it deals chiefly in fiscal 

years, and of necessity must be with the fiscal year already 
elapsed, namely, that ending June 30, 1942, the present fiscal 
year not closing until the same month and day of this year. 

Still, it is of interest to note that rather startling changes 
already shown in our receipts, expenditures and deficits, al- 
though they are bound to be much greater when the record 
for the present fiscal year is made up. 

For the fiscal year ended June 80, 1942, the net re 
ceipts were $5,192,000,000 greater than for the preceding 
year, but the total expenditures in 1942 were greater by 
$19,086,000,000, the deficit in 1942 being $19,598,000,000, 
compared with $5,103,000,000 in 1941, or an increase in the 
deficit of $14,494,000,000. 

The total volume of direct interest-bearing public debt 
securities outstanding on June 30, 1942, amounted to $72.0 
billions, an increase of $23.6 billions during the year; and the 
total volume of securities guaranteed by the United States 
outstanding was $4.5 billions, a decrease of $1.8 billions dur- 
ing the year. Of the net increase of $21.8 billions in the 
securities issued or guaranteed by the United States, $6.2 
billion, or 28 per cent, was acquired by commercial banks 
$0.5 billion, or 2 per cent, by mutual savings; $2.0 billions, 
or 9 per cent, by insurance companies; $0.5 billion, or 2 pet 
cent, by the Federal Reserve Banks; $2.1 billions, or 10 per 
cent, by Government agencies and trust funds; and the re- 
maining $10.5 billions, or 48 per cent, by all other investors 
—tax-exempt institutions other than mutual savings banks; 
individuals, partnerships, and personal trust accounts; and 
corporations other than commercial banks and insurance 
companies. The absorption of almost one-half of the i 
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crease in the debt by “all other investors” was due in large 
part to the purchases by individuals of considerable amounts 
of United States savings bonds offered during the year. 

Monthly expenditures for the war activities program 
were, for the month of August, 1941, $969,000,000, rising 
to over $1,000,000,000 in the following month, and reach- 
ing an outlay of $3,829,000,000 for the month of June, 1942. 
For the period, August, 1941, to and including June, 1942, 
the expenditures for the war activities program reached a 
total of $26,011,000,000, compared with $5,125,000,000 for 
other Federal expenditures except debt service. 

Page 46 of the Annual Report of the Secretary of the 
Treasury states that “The Revenue Act of 1941, approved 
September 20, 1941, imposed the largest tax burden in 
the history of the United States.” Because of this, the 
report is of special interest to the financial student, not to 
mention the taxpayer. 
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INCREASING PERSONAL LOAN BUSINES 


by R. E. DOAN and G. F. FOLEY 


Price $2.50 


The Chapters 

. Who Borrows. Why They 
Borrow 

. Practical Operating Suggestions 


. Advertising Personal Loan 
Department 


. Introduction to “THE 
DENVER PLAN” 


. DENVER PLAN and Large 
Department Stores 


. DENVER PLAN and Small 
Retailers, Professions 


. Systematizing FHA Moderniza- 
tion Loans 


. FHA Mortgage Loans 


HE Personal Loan Department has i 

greater possibilities than have hit 

been realized. Mr. Doan and Mr. 
recognize the human features of this depart 
in its possibilities for service te the worth 
citizens of the community but they have g 
further in their investigation of the count 
successful Small Loan Departments to 
the questions: How May Profits Be Increi 
How May Services Be Broadened? How 
Its Facilities Be Extended to Serve Busi 
Firms as Well as the Individual? 


Besides these questions the authors 
originators of the now famous “DE 
PLAN” present their experiences and set t 
for the first time the entire operation of this 
which assists retail merchants to liquidate ¥ i 
delinquent accounts. 


May we send you on 5 days’ approval a copy of 
INCREASING PERSONAL LOAN BUSINESS? 


BANKERS PUBLISHING COMPANY 


465 Main Street . Cambridge, Massachust 
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Banks and Consumer Credit 
By TOM E. SAVAGE 


This is the second of two articles by Mr. Savage. The first ap- 
peared in last month’s issue of THe Bankers MaGaZINneE. 


Iil 


HE answer to the question of whether or not Lllinois 
banks have an adequate legal basis for their operations 
in Consumer Credit is directly dependent on the scope 

and extent of these operations. A satisfactory answer, 
therefore, will require for its basis a clearer and more con- 
cise definition of this scope and extent than has existed in the 
minds of many bankers. It therefore may be worth while 
to attempt to determine this answer in terms of some ex- 
ploratory questions: Just how far should banks go in Con- 
sumer Credit? Should they remain on the outer fringes, as 
some of them have done, viewing their operations in this field 
as a purely temporary venture somewhat analogous to the 
installation of a ten-cent, counter in a high grade jewelry 
establishment, and confining their efforts to the handling 
of just such business as can be handled for a low charge? 
Or, should they view their entry into this field as the begin- 
ning of a major banking development, as many of them 
have done, and make their plans to expand their operations 
into the very heart of this field.? 

Of banks throughout the country in general, it has been 
widely and repeatedly asserted in recent years that direct 
participation in Consumer Credit holds no answer to their 
problems. But although it is easy enough to understand 
why these assertions have been so frequently made and 
widely circulated by those whose interests are menaced by 
bank competition, the reasons why they should have been 
accepted so uncritically by many bankers are not equally 
clear. Obviously, if in the consideration of “direct partici- 
pation” in Consumer Credit by banks, it is anticipated that 
banks will confine themselves solely to making available 
to consumers the type or types of services which they can 
render within the limits of some arbitrarily determined rate 
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of charge such as $6 or $7 per annum per hundred dollars 
loaned, then of course it. can be logically argued that no 
=e to the problems of the banks is to be found in this 
field. 

We need only to understand why Consumer Credit is an 
expensive business to operate to understand that the neces- 
sity of conforming to the realities of profitable operating 
procedure will preclude the banks from developirig, for 
such a small charge, facilities sufficiently adapted to con- 
sumers’ diversified credit needs to enable them to acquire 
a sufficient amount of consumer credit business to compen- 
sate them for the decline they have experienced in the more 
traditional type of lending activity. The fact has been fre- 
quently overlooked, however, by those who concur in this 
negative argument, that it depends upon an assumption of 
what the banks will do which may not be sustained by what 
the banks actually do do. 

Certainly the mere assumption that the banks will con- 
fine their participation in Consumer Credit within these 
limits imposes no obligation upon them to do so. _ Nor does 
it establish in any way that the enlightened self-interest of 
the banks, of potential consumers of credit, or of the general 
public will thus be best served. .Moreover, insofar as IIli- 
nois banks are concerned, we have already seen that the 
majority of them are not the adherents of such a limited 
concept of the extent to which they should meet the legiti- 
mate financial needs of their communities. Although it is 
true that they have not as yet arrived at any common deti- 
sion on the precise extent to which they should go in this par- 
ticular field, it is equally true that their widespread support 
would be withheld from any legislative or other effort to es- 
tablish a limit on their operations which did not provide room 
for progress. And this attitude has a sound basis. 

The numerous Illinois banks which have established 
themselves in this field have realized that it has yielded some 
handsome rewards to those who have been willing to take the 
time and trouble to develop it. Moreover, the low loss 
record established by the various agencies over the past quar- 
ter of a century has seemed to be particularly impressive. I 
ever there was a case of a bank which failed because of its 
operations in the field, they have never heard of it. As4 
result, they have tended to increasingly incline toward the 
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view that there is no inherent reason in public policy or 
economics why the servicing of consumers’ credit needs by 
banks should be restricted by the imposition of either a self 
or legislatively-imposed limit on their scale of charges at any 
point which fails to bear a realistic relation to the diversified 
character of consumers’ needs, and to the ability of the banks 
to meet these needs. 

These banks, in effect, have decided: that the consumer 
has legitimate credit needs; that banks not only can, but 
should meet these needs; and that meeting these needs in- 
volves not only the lending of money in small amounts at 
interest, but the bona fide performance of service as well, for 
which the banks are also rightly entitled to make a charge. 

Left to their own devices, a substantial number of these 
banks have proceeded to develop and make available to con- 
sumers a comprehensive range of credit services adapted to 
their varying needs. In some of these instances, the charges 
for interest and services, when combined, and expressed in 
dollars, range from $3 to $10 per hundred, dollars loaned. 
If these charges were to be expressed in terms of an equiva- 
lent flat simple interest rate, they would be the equivalent of 
rates ranging from 6 per cent to as high as 30 per cent per 
annum on unpaid balances. And in a few isolated instances, 
occasioned by the additional imposition of fines for delin- 
quency, or because of inadequate rebates, the equivalent 
rates are much higher. 

But despite the fact that these charges may seem high 
to persons unacquainted with the cost factors involved, these 
banks are not making an unreasonable profit. Moreover, 
the rates are almost invariably lower than the consumer 
would pay for a comparable credit service elsewhere. And 
the customer is all too glad to avail himself of the cheaper 
bank facilities. Clearly these banks are engaging in an 
activity which is to the demonstrable advantage of all con- 
cerned, save the competing credit institutions which would 
otherwise have handled at a higher price the business thus. 
far acquired by these banks. And at this point, now that an 
adequate contrast has been made between the different con- 
cepts of the extent to which banks should go in this field. 
we have the basis for an examination of the legal status of the 


operations which flow from these respective concepts. 
* * * ¥ * 
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The conclusion which emerges from a thorough scrutiny 
of the legal status of the majority of bank operations in the 
field of Consumer Credit is somewhat of a negative one. 
For’ it becomes. evident, from such scrutiny, that if the 
usury statutes are to be adhered to in the spirit, as well as in 
the letter, no legal sanction is to found for a charge of higher 
than 7 per cent per annum, computed on the principal of a 
loan—and_ notwithstanting any accompanying practice the 
banks may have resorted to of segregating the periodic loan 
payments from personal loan department funds, and retain- 
ing them in a “savings” account until the “savings” thus 
accumulated reach the total amount required to extinguish 
the borrower’s obligation. 

The Lllinois usury statutes in themselves, together with 
the limited number of judicial rulings on their interpretation, 
provide an anachronistic basis on which to determine the 
legal status of present-day consumer credit operations— 
leaving much to be desired in the way of grounds for any 
but prohibitive interpretations. And two other factors in 
particular, out of the several which differentiate commercial 
loans from consumer loans, complicate the task of render- 
ing an opinion on the legality of operations of the latter 
type: (1) the installment repayment feature (which has the 
practical effect of doubling the effective percentage rate of 
any charge computed on the original amount of the princi- 
pal), and (2) the corresponding fact that the business of 
consumer credit consists of the rendering by the bank of a 
very substantial assortment of services which differ both 
quantitatively and qualitatively from the transactions in- 
volved in commercial loans, necessitating that elements of 
charge aside from interest in any commonly accepted sense 
of the term* enter into the total charges. Moreover, the 
social and economic spirit which animates the philosophy of 
the usury statutes, as from the time of Jeremy Bentham 
on down, has been traditionally narrow and provincial in its 
outlook—leaving little or no room for theoretic innovations 
or evolutionary interpretive progress to mitigate the harsh- 


*This difference between commercial loans and consumer loans is not only 
well supported in fact, but in the logic of economic and cost-accounting theory. 
See: “The Personal Finance Business” or “Personal Finance Comes of Age,” 
by M. R. Neifeld, published by Harpers. See, also: “Consumer Credit and Its 
Uses,” by Advisory Commitee, Cons. Cr. Inst. of Amer., Inc., published by 
Prentice Hall. 
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ness of these restraints on freedom of contract. And the 
judicial rulings the nation over, as in Illinois, can in general 
be said to have been infected with the remnants of this same 
spirit. 

c In fact, beginning with the United States Supreme 
Court Decision, im 1835, in the case of Scott v. Lloyd, 34 U. 
S. (9 Pet.) 418, 9 L. ed. 178, in which Chief Justice Mar- 
shall observed (9 L. ed. 188) that 


“where the contract is in truth for the borrowing and lending of 
money, no form which can be given to it will free it from the taint 
of usury, if more than legal interest be secured. The ingenuity of 
lenders has devised many contrivances, by which, under forms sanc- 
tioned by law, the statute may be evaded. ... Yet it is apparent that 
if giving .. . (a particular) . . . form to the contract will afford a 
cover which conceals it from judicial investigation, the statute 
would become a dead letter. Courts, therefore, perceived the 
necessity of disregarding the form, and examining into the real 
nature of the transaction. If that be in fact a loan, no shift or de- 
vice will protect it.’’) 


if any generally prevalent exception exists to the tendency 
on the part of courts as a whole to adopt the attitude that 

.Ona question of usury it is the view, the intention of 
the. parties, which gives character to the transaction, and no 
matter what form, where the real truth and substance is a 
loan of money a lending on one side, and a borrowing on 
the other, at more than an interest of sia per centum per an- 
num, no shift or device can take it out of the act of assembly 
(against usury)” “* it has been in respect to the practice 
of deducting interest in advance at the maximum general 
contract rate—a practice which has the effect of yielding a 
slight marginal increase in the effective rate of return above 
the legal maximum. 

In this connection, however, it should be borne in mind 
that this particular practice of discounting (of which many 
commercial institutions aside from banks have traditionally 
availed themselves) was originally condoned by the courts, 
and has been given express statutory sanction in some states, 
because of its importance in facilitating early transactions in 
trade. and commerce which were conducted through the 
medium of bills of exchange. Also, in some states the legal 


on: Ge. <n Foe. Se ae 


- ee ae 8 


*Tyson v. Rickard, (Md. 1810) 3 Har. & J. 109, 113, 5 Am. Dec. 424. 
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status of even this practice is still unsettled—lacking either 
statutory or express judicial sanction. 

Moreover, in Illinois, as in other states, in the absence 
of the extension of the discounting privilege to consumer 
loans by either a specific statutory provision or judicial rul- 
ing, every additional reason exists to doubt its legality as 
carried on by personal loan departments. For in the in- 
stance of consumer loans—leaving entirely aside the new 
factor provided by the doubling of the effective rate of charge 
which results from the periodically ‘declining principal 
balance—the same situation which was the basis of the justi- 
fication for the original sanction of the practice does not 
exist. An Illinois decision on interest computation in a 
case involving two individuals would seem to bear this out. 
In this case—Scales v. McMahon, 364 Ill. 413, 4 N. E. (2d) 
872—the court held that the correct rule in determining in- 
terest is that the creditor shall calculate interest whenever 
the payment is made to which payment is first applied, and 
if the payment exceeds the interest due, the balance is to be 
applied to reduce the principal. 

Therefore, in the absence of enabling legislation, if banks 
are to be guided by the narrow spirit, as well as by the letter 
of the law, they would be well-advised to confine their opera- 
tions in the field of Consumer Credit to such business as 
they can handle for a charge of approximately $3.50 per 
annum per hundred dollars loaned (this being the approxi- 
mate equivalent in dollars of a percentage of 7 per cent, 
to reexamine the legal status of their charges for insurance,* 
and to refrain from the imposition of any additional charges 
such as fines for delinquincy, investigating and service fees, 
etc. And in view of this, it is evident that the only banks 
which can be said to have a completely adequate legal basis 
for their operations in this field at present are those few 
which are imbued with a correspondingly narrow concept 
of the extent to which banks should engage in it. 

* * * * 


The majority of banks, however, as we have just seen. 
have taken operating positions at varying stages of depar- 
ture from this narrow concept—with many having already 
expanded their operations to a point where a scale of charges 


*See footnote on page 201. 
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ranging up to $9-$10 per annum per hundred, plus penalties 
for delinquency and recording fees, is necessary. The 
strength of their legal positions, therefore, will correspond- 
ingly vary in accordance with the proportional extent of 
these operations. In making their decisions, these banks 
have tended to ignore the wide range of statutory and 
judicial developments in other states affecting the field of 
Consumer Credit. They have also tended to ignore the ad- 
verse judicial rulings of a quarter of a century ago in Illinois, 
relating to small loan practices similar in nature, if- not in 
identical kind, to the installment repayment, penalty, and 
service charge practices being engaged in by banks in the 
present. 

The chief factors the banks have relied upon have ap- 
parently been: (1) the absence in the statutes themselves of 
any express prohibition of computing their charges on the 
original principal balance of a loan repayable in periodic 
installments, or of the imposition of service charges and 
penalties for delinquency; (2) the similar absence of ad- 
verse judicial rulings relating specifically to these practices 
as carried on by personal loan departments of banks; and 
(3) the hope that their demonstrable proof that interest. is 
not the only element in their charges would be taken into 
favorable consideration by the courts in any defense of 
their position they might be called upon to make in the 
future. In addition, and in the absence of the appearance 
of any bank as a defendant in such a test, banks in general 
have deemed it advisable to avoid the deliberate occasion for 
such a test in collection suits in which they have appeared 
as plaintiffs, and have consequently adhered to the policy 
of specifying only principal balances, and interest computed 
on these balances at the legal maximum, in the particulars 
upon which judgment is sought. 


* * * * * 


In so doing, however, they have ignored completely the 
experiences of personal finance companies, and have ap- 
parently been influenced to some extent by what has seemed 
to be the successful experience of the industrial banks in 
doing without special enabling legislation in Illinois. If 
the experience of these institutions, however, is to serve as 
a guide, a more critical analysis of their experience is in or- 
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der. The industrial banks, in Illinois, as in other states, 
have availed themselves of a number of expedients for avoid- 
ing conflict with the usury statutes. These expedients in- 
clude the practices of discounting installment loans at the 
maximum general contract rate, the maintainence of “sav- 
ings” accounts in which loan payments are accumulated, the 
installment purchase of “thrift certificates” which are 
redeemed by application on the borrower’s indebtedness, and 
the imposition of service charges, fines for delinquency, etc. 

But the period of a quarter of a century since their in- 
ception, in the state of Virginia, has witnessed a decided 
increase in the number of states in which adverse judicial 
rulings have exposed the defects of these devices as substi- 
tutes for proper enabling legislation.* In Lllinois, in the 
absence up to the present of any adjudication of their prac- 
tices, these banks have delayed their attempt to procure the 
passage of enabling legislation. And the fact that their 
legal position has gone unchallenged has served to create 
the mistaken impression in many minds that such practices 
are legal. But the mere absence of a challenge can only 
clothe their charges with a legality which has no foundation 
in judicial sanction or statutory fact. Nor does the vast 
success these banks have met with in avoiding an adjudica- 
tion of their practices constitute a very reliable indication 
that either they or commercial banks can as confidently con- 
tinue to avail themselves of such devices in the future. For 
entirely aside from the ethical aspects of the question, the 
feasibility of such a policy in the past was determined to a 
considerable extent by the absence of general environmental 
factors which now exist in. the present situation. 'Today, in 
Illinois, as in other states, the competitive situation in the 
field of Consumer Credit has reached the point where a wide 
range of developments has begun to reveal the active exist- 
ence in the situation of a compelling commercial motive 
in submitting the legality of the aforementioned devices to 
a test they cannot survive. 

In view of the foregoing, therefore, when summing up 
the results of this scrutiny of the legal status of commercial 


*Special enabling acts have been enacted in: Cal., Iowa., Va., W. Va, 
Ariz., Conn., Del., Washington, D. C.; Ken., Maine, Mont., Mo., Neb., Minn. 
Wash., R. I., Ore., N. C., N. Y., Utah., Tex.. S. C. and Wis. 
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bank operations in Consumer Credit, the sober conclusion 
would seem to be warranted that although no express pro- 
hibition of their operating practices exists, and although 
their moral position—as financial creatures of the law, en- 
gaging in a financial activity which results in. the conférring 
of a demonstrable benefit on the public interest—is unas- 
sailably sound, the strength of the legal position of the ma- 
jority of banks, consisting as it does of varying degrees of 
adequacy, leaves considerable to be desired in the way of 
absolute security. It should perhaps be reemphasized here 
that the mere fact that the legality of this position has not 
as yet been challeged* in no way assures that a challege 
will not be forthcoming in the future—from one source or 
another. Nor does it minimize the banks’ vulnerability to 
the criticism that they are engaging in usurious practices. 


* * * * * 


As a consequence of the increasing growth and circula- 
tion of this criticism in recent years, a number of bankers 
have come to question the public relations advisability of 
continuing to rely for their support on the legal no-man’s- 
land over which they have ventured to establish themselves 
in this field. A remedy for their situation which has at- 
tracted a substantial, but somewhat uncritical interest, con- 
sists of the passage of legislation which would expressly out- 
law the exaction of fees for investigation and other services, 
fines for delinquency, etc., but would provide the banks 
with absolute security for their operations in the form of 
statutory permission to make a flat discount charge of 
$7 per annum per hundred dollars loaned on business of this 
type, irrespective of the installment repayment feature of 
such loans. In view of this latter-mentioned feature, one 
practical effect of such legislation would be to provide the 


*In Nebraska, for example, the Attorney General recently held that the 
Nebraska Loan Act covers institutions charging more than 9 per cent “in- 
terest.” The ruling was made in a situation involving national banks. See: 
Personal Finance News, p. 7-9, Dec., 1941. Similarly, the newspapers carried 
the story on July 24, 1942, of the three large Philadelphia, Penn., loan and 
finance companies which were fined $50,000 on charges of fraud and usury 
arising from commercial practices of these concerns which involved charges 
for insurance. One result of this case has been to redirect the attention of 
personal loan department and industrial bank attorneys in Penn. and other 
states to the legal status of what are—at least in part—similar practices being 
engaged in on a wide scale by these latter-mentioned institutions. 
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banks with a charge ceiling in dollars which would be the 
equivalent of an effective percentage rate of 14 per cent 
per annum on unpaid balances. Moreover, as was recalled 
in the introduction to this paper, several bills of this type 
have been introduced at Springfield during recent sessions 
of the legislature, but failed to receive enough support from 
banks in general to warrant the legislature’s serious con- 
sideration of their passage. 

In support of such legislation, the experience of banks 
in the several states in which it has been already enacted 
has been frequently cited as an argument for its passage 
in Illinois. But helpful as these experiences may be in a 
general way, the environments in which they transpired 
are too dissimilar to that of Illinois banks in the present to 
enable them to constitute a thoroughly dependable guide. 

In the first place, there is every reason to believe that 
in states where banks sponsored or approved legislation of 
this type, what they had primarily in mind as an ebjective 
was to fortify a legal basis deemed inadequate for their 
operations in this field. In view of this primary preoccupa- 
tion with security, and inasmuch as their operations at the 
time were in a stage of relative immaturity—with no pro- 
gress in this field having yet been made on a scale compar- 
able to the operations of some of the Illinois banks—it seems 
equally probable that insufficient consideration was given 
by these banks to the broader consequences which would 
flow from the legislation’s enactment. For, as will be 
clearly shown, one inevitable consequence of all such charge 
restrictions in consumer credit legislation is to exclude from 
satisfaction, by the credit agency affected, the credit needs 
of that section of the public which cannot comply with the 
particular requirements that profitable operating procedure 
compels the agency to establish as conditions on which the 
public can take advantage of the proffered services. Thus, 
what they were actually asking the legislature to do was 
to determine that in the vast market for high-cost credit 
services which banks could just as easily develop and make 
available to consumers as could other agencies, the legiti- 
mate meeting of banks and consumers to strike a credit 
bargain could only transpire within a limited area—the ulkti- 
mate extent of which will be determined in these particular 
instances by the degree of success the banks meet with in at- 
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tempting to duplicate, for a charge of $6 or $7 per annum 
per hundred dollars, the credit services offered by other 
agencies at rates commonly ranging from $10 to $20 per 
annum per hundred dollars, and higher. Obviously, the 
making in this manner of such an arbitrary decision with 
respect to institutional functions has the broadest implica- 
tions—not only for the self-interest of the banks, but for 
that of consumers and the public-at-large, as well. 


* * * * * 


It is true that legislation of this type in these other states 
tended to allay the fears of the more cautious banks, who 
back in 1935-6-7 were reluctant to engage in this. business 
without more specific legal sanction than tortured interpreta- 
tions of the usury statutes peculiar to the states in question 
could provide. Moreover, as reflected in existing statistics. 
it is also true that in at least two instances the enactment 
of such legislation was followed by a substantial increase in 
the state-wide totals of personal loan department outstand- 
ings. But aside from any influence the existence of branch- 
banking in these states may have exerted on these statistical 
increases, the fact has been frequently overlooked that 
several factors in the Illinois situation would operate to pre- 
vent the repetition of these phenomena there. 

In Illinois, the passage of time has in itself brought 
about a decrease in the reluctance of banks to participate 
in this field, with the result that out of the many banks en- 
gaging in this business, few are to be found which have not 
already progressed to the point where their scale of charges 
includes rates higher than the'maximum which would be 
allowed under the proposed law. 

In Illinois, therefore, a more likely hypothetical conse- 
quence of this legislation’s enactment would be that there 
would be numerous instances in which the conformance to 
such legislation by the banks would compel them to cur- 
tail the extent of the credit facilities they have already 
developed and made available to consumers in the absence 
of the specific limitations such legislation embodies along 
with its sanctions. In view of this, any analysis of the re- 
lation between the volume of personal loan department out- 
standings and such legislation is apt to prove misleading 
which does not take into account, in addition to the fore- 
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going, the variations in volume which would have resulted 
from the placing of the charge barrier erected by the legis- 
lation at either a higher or a lower point on the scale of 
charges commonly made for the different types of credit. 
Certainly the precise location of this point is a matter of 
concern to consumer credit agencies who have not been un- 
mindful of the implications for their competitive positions 
which inhere in the charges section of such legislation. For 
there is little likelihood of any bank’s finding an answer 
to its problems in the field of Consumer Credit while operat- 
ing under this law’s restraints. 


Thus, it is difficult to determine how anyone could profit 
from the passage in Illinois of legislation restricting the 
Consumer Credit operations of banks to whatever volume 
of business they would find it possible to develop for a total 
charge of $7 per annum per hundred dollars loaned—ex- 
cept those competing agencies who would handle at rates 
as high as $20 per annum per hundred dollars loaned, and 
higher, the curtailed portion of the business now being 
handled by the banks. Clearly, the public-at-large would 
derive no benefit from such legislation—not to mention the 
banks, many of which are already beginning to experience 
the effects on their existing profit margin of rising operat- 
ing costs per unit. 4 very substantial portion of the over- 

all income of consumer credit agencies as a whole is derived 
from the business handled by them at the higher charges. 
And since other agencies are not forbidden to charge more 
than banks, and do not hesitate to avail themselves of their 
freedom, and since still other agencies have specific legisla- 
tive sanction to charge almost three times as much as banks 
would be enabled to do under the proposed legislation, it goes 
without saying that the major effect of such legislation 
would be to exert a discrimination of wholly unwarranted 
severity against banks in favor of these other agencies—de- 
priving the pubilc, at the same time, of the indirect benefit 
that would flow from the effects of full-scale bank competi- 
tion on the general price structure of Consumer Credit,* and 


*There has not been room for even a brief attempt at the analytical 
treatment that this relatively-neglected aspect of Consumer Credit fully war- 
rants, both by virtue of its own importance as a major factor in determining 
the future developments in this field, and by virtue of its implications for 
future changes in public policy with respect to this field. Despite the surface 
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of the direct benefit that would flow from the availability of 
the lower-cost credit services that banks could otherwise be 
enabled to provide. Thus, this Illinois bill purporting on its 
face to ’permit banks to establish personal loan depart- 
ments” could have conveyed a more complete picture of 
what the consequences of its enactment would have been 
by purporting to “put a limit on the inroads banks are mak- 
nig in Consumer Credit.” For the mere fact that such 
severe discrimination would not have been ostensibly pres- 
ent in the legislation intention would have rendered no 
lighter the burden on the banks of its existence in the re- 
sulting competitive situation. 

All in all, summing up the results of the foregoing assess- 
ment of the advantages and disadvantages of this proposed 
“remedy” for the legal status of bank operations, the con- 
clusion seems altogether warranted that its efficacy as a 
Consumer Credit nostrum could be more reliably recom- 
mended as a cure for the ailments of agencies suffering from 
the effects of bank competition. 


* * * * * 


In concluding this discussion of the legal status of bank 
consumer credit operations, this may be the proper place to 
propose, and briefly consider, another remedy. Since, as it 
has just been attempted to make clear, the determination 
of the efficacy of any given legislative remedy is directly 
dependent on the scope and extent of the operations for 
which it is to serve as a basis, the problem becomes primarily 
one of assessing the extent of the institutional functions 
which can be carried on under the restraints of a given limita- 
tion on charges (assuming, of course, that absolute freedom 
of contract, despite the logic of its theoretical justification, 
would constitute too strong a shock to the emotional -sensi- 
bilities of the public conscience in states in which the usury 





similarity in the commodity, the difficulty of adequately evaluating the elas- 
ticity of price competition is considerably enhanced by the relatively nebulous 
quality of the saturation point. For a limited treatment, however, of some 
of the factors involved, and for an authoritative acknowledgment of the 
“stickiness” of Consumer Credit competition, the interested reader is re- 
ferred to “Consumer Credit—a Case in Imperfect Competition,” by Dr. 
Theodore Yntema, Consulting Statistician, Household Finance Corporation, 
in the spring issue, 1938, of THE ANNALS OF THE AMERICAN ACADEMY 
OF POLITICAL AND SOCIAL SCIENCE; and to the paper of Dr. M. R. 
Neifeld, Economist, Beneficial Management Corporation, in the same issue of 
THE ANNALS. 
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statutes have long been ensconced in the law books, such as 
Illinois). It has therefore seemed that further attempts 
to solve the problem in terms of analytical inquiries into 
the adequacies of a succession of arbitrarily determined 
charge limitations are as inappropriate methods of obtain- 
ing the solution as attempts to fit shoes on an unmeasured 
foot would be. Consequently, it has been deemed neces- 
sary to postulate a specific theoretical position in terms 
of a measured concept of the scope and extent of bank 
operations in this field, and to derive a satisfactory legislative 
formula from this position. 

The concept that has been adopted for this purpose is 
that the theoretical area of bank consumer credit operations 
should extend to the point at which the limits of consumers’ 
needs for the varying types of credit, and the ability of banks 
to develop facilities for the satisfaction of these needs, coin- 
cide. When measured, these theoretical specifications add 
up to full-scale bank operations in Consumer Credit. 

In more precise terms, however—if we translate this theo- 
retical concept into the legislative corollary which will per- 
mit bank opreations to be conducted accordingly — the 
equally important need of safeguarding the public from 
abuses which could conceivably result from the operations 
of individual banks, together with the need for a sufficiently 
tangible restraint on these operations to facilitate the de- 
velorment of efficient lending standards, will require a modi- 
fication of the concept’s statutory form. 

This modification should consist of a statutory definition 
of the point of coincidence between consumers’ needs and 
the ability of banks to meet these needs which takes into 
consideration the prevailing range of charges which other 
credit agencies are exacting for the services involved, and 
then establishes a maximum limit on the charges that banks 
in turn may accordingly exact—thus insuring that the com- 
petitive equality sought by banks should in no instance en- 
title them to charge more, and will in most instances oblige 
them to charge less in order to provide themselves with a 
sufficient competitive inducement to attract the new business 
which would otherwise be handled by other agencies for 
higher charges. 

In particular, however, this statutory definition should 
for several reasons embody an even greater modification. 
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‘hese reasons are as follows: the fact that the prevailing 
range of charges exacted by these other agencies are the 
equivalent of percentages extending from 6 per cent to 
60 per cent per annum, and even higher; the difficulty of 
determining conclusively the still-debatable extent to which 
operating inefficiency and unbridled profit motives are fac- 
tors in the higher of the charges just referred to; the fact that 
the legal basis of many of these charges—as in the case of 
those of sales finance companies—is negative, consisting of 
judicial rulings and installment sales contracts do not. in- 
volve loans of money and therefore do not come within the 
scope of the usiiry statutes; and the fact that prevailing pub- 
lic opinion has tended more toward viewing these higher 
charges with a skeptical tolerance than with a comprehen- 
sive approval. 


In view of these factors, it would in all probability be 
advisable to establish a maximum size for personal loan 
department transactions—of between $1,500-$2,500, depend- 
ing upon the population of the community in which the 
individual bank is located—and have the limit on bank 
charges consist of a statutory provision along the lines of 
the following suggestion: 


On loans of equivalent size, and on the initial portions of 
equivalent size, of larger loans, the combined charges in dollars 
for interest and other elements of charge shall not exceed the 
equivalent charges in percentages legally authorized for com- 
peting lending institutions under the provision of .. . (refers to 
rate section of Illinois Small Loans Law); provided however, 
and with further respect to the aforesaid combined charges for 
interest and other elements of charge, that the foregoing provi- 
sion as applied to the interest portion of the total charge for any 
or all parts of a personal loan department loan shall in no way 
be construed as authorizing in any manner a higher interest charge 
in dollars than the equivalent in percentage authorized under .. . 
(refers to Usury Law). 


In other words, bank charges under such a provision 
would be limited to amounts which would in no instance 
be more than those for which competing agencies have re- 
ceived legislative sanction, and would in instances involving 
larger loans be limited (on a cost accounting basis) in such 
a way that the single combined charge in dollars thus made 
possible under the combined authorization would closely 
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approximate an equivalent charge in percentages of 7 per 
cent discounted. From one public relations viewpoint, in 
sponsoring legislation of this type, the banks would thus 
avoid the position of seeking a favor that has not been ac- 
corded to other institutions, and instead would merely be 
making an indirect request for a position of competitive 
equality from which the public would have every logical 
reason to anticipate an ultimate benefit in the form of a 
lowered Consumer Credit cost structure. 

They would thus be in a position to achieve as full a 
participation in this field as it would subsequently develop to 
seem advisable, and at the same time, to do so while express- 
ing their charge schedules for the assorted types of services 
rendered in such a way as to remove such basis for criticism as 
there has been in the past. And from still another public 
relations viewpoint, the competing agencies most directly 
concerned could scarcely afford to object publicly to the 
sanction (of what would indirectly amount to an implied 
sanction, even though it assumed a regulatory, or prohibitive 
form, as in the foregoing suggested provision) by the legis- 
lature of bank charges no higher than their own. 

Nor could they afford to continue to direct critical pub- 
lic attention to the charges of banks in the future, as some 
of them have done in the past, without at the same time 
directing the same attention to their own charges. In fact, 
unless banks are to withdraw from this field, some such legis- 
lative procedure as has just been outlined is the only one by 
which banks can solve both the legal and public relations as- 
pects of their problem. 

Despite the foregoing modification, it is nevertheless evi- 
dent that the banking concept we have just considered is 
still an ambitious and progressive one. But in view of the 
alternatives in the general situation with which the banks 
today are confronted, it seems equally evident that a less 
ambitious and progressive concept will not suffice. In any 
event, having established as our objective the development, 
in hypothesis, of an adequate legal basis for bank operations 
of a specifically defined scope and extent, it follows that in 
addition to the element of security a satisfactory legal solu- 
tion must also provide for the following additional needs: 
(1) the freedom of banks to establish a scale of charges which 
will have the practical effect of permitting their full-scale 
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partictipation in this field, ond a basis of competitive equality 
with other agencies; (2) the protection of the public, and 
of the banking community itself, against the development 
of abusive practices on the part of individual banks; (3) 
the removal, insofar as is possible, of any legitimate grounds 
there might be for criticism of bank practices in dealings 
with personal loan department customers. 


With respect to the first and third of these needs, it 
would seem that they can be most satisfactorily provided for, 
as in the suggested provision, by the express or implied 
recognition by the legislature of the fact that interest is 
merely one of the several elements of which bank consumer 
credit charges are compounded.* Aside from the abundance 
of tangible evidence which could be adduced to lend sup- 
port to the express or implied making by the legislature of 
such a distinction between interest and the other elements 
of charge, the following comments by other students of Con- 
sumer Credit reinforce its logic: 


Neifeld, M. R.. THE PERSONAL FINANCE BUSINESS, 
page 288. 
““ . . interest is a component of any . . . rate charged or earned, 
but its importance as an ingredient of the total charge varies with 
the nature of the risk and the cost of administering the loan. Ex- 
cess in the rate charged over the . . . interest return is not interest 
at all.” 

Page 276—(with respect to the so-called “scientific” method 
of computing Consumer Credit charges) 
rp - what is unscientific about it is the use of the unscientific 
term ‘interest’ instead of some more accurately descriptive phrase 


> 99 


such as ‘charges,’ or ‘interest and charges’. 


Advisory Committee, Consumer Credit Institute of America, 
Inc.. CONSUMER CREDIT AND ITS USES, pages 28 and 29. 
“There are two definite costs in a loan transaction: one component 
is the hire of money (interest) ; the other, the expenses aside from 
interest . . . and the balance amounting to charges necessary in 
the conduct of the business. . . . The law should be predicated on 
this truth.” 


“This distinction has been the subject of legislation elsewhere. In Ten- 
hessee, for instance, and in Nebraska. In instances in other states which 
could also be cited, the merit of such legislation has generally been offset by 
the corresponding failure to adequately safeguard the public against abusive 
practices. 
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In view of this it follows that there is no need for the pro- 
jected legislation to take the form of an amendment to the 
usury statute. In the first place, personal loan departments 
have no need of a higher interest rate than is provided for 
by the general contract maximum of 7 per cent. An abund- 
ance of cost accounting and other data, as was previously 
mentioned, are available to demonstrate that if we break 
down bank charges into their component parts, the element 
of interest is found to amount to a relatively small part of 
the whole. In fact, from an operating standpoint, if banks 
could only derive an effective interest rate of 7 per cent on 
their potential volume of personal loan department business, 
they would have every reason to be well satisfied. 

In the second place, from a public relations standpoint, 
banking in general has only recently begun to make some 
sadly needed progress in educating the public to the fact that 
bank charges are based on a functional concept of what 
actually transpires during the lifetime of a loan transaction 

from the time of application to the time of payment of 
the last installment of the loan. In the past, the failure 
of the public to properly distinguish between interest and 
the other elements of charge, and to confuse the whole with 
“interest,” has been at the very heart of the major public 
relations problem of Consumer Credit as a whole. All 
agencies have shared this problem in common. In fact, it 
was in belated recognition of the practical difficulties this 
public relations problem not only could, but did impose 
on personal finance companies, for instance, that the Rus- 
sell Sage Foundation was finally led to abandon its attitude 
that the total charges on a consumer loan should be ex- 
pressed as “interest,” with the following explanation: 


“The use of the word (interest) in the Uniform Law has, 
therefore, tended to exaggerate the true extent of the special right 
granted to licensees, . . . In order to avoid this dual definition of 
interest and the misconceptions to which it gives rise, the word 
‘charges’ will be substituted for the word ‘interest’ in Section 
13 and in other sections which refer to the maximum rate per- 
mitted licensees.” 


In view of this public relations aspect of the problem, 
therefore, it would seem highly inadvisable for banks to now 
make another about-face and risk incurring the stigma, ir- 
rational though it would be in its application, that a request 
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for an amendment to the usury statute could conceivably 
entail. ‘The natural result of such an attempt to temper 
the sacredness of the “sacred cow” with a little intelligence, 
as well, would not only be to reinforce in the public mind 
such doubt and confusion as has been created, by propa- 
ganda, with regard to whether or not bank charges are 
usurious. For it is not unlikely, too, that many persons 
who have previously accepted the banks’ explanation of 
personal loan department charges would be inclined to won- 
der why the banks should now find it necessary to request 
a change in the usury statutes—thus introducing a new ele- 
ment of confusion into the complexities that already exist. 
Lastly, from a constitutional standpoint, there remains to 
be considered not only the effects on an amendement’s con- 
‘stitutionality which would flow from the classifications which 
necessarily become involved in the task of meeting the ob- 
jectives heretofore outlined in a manner other than the 
suggested provision but the additional fact that no amend- 
ment need be involved at all if the legislation takes a regu- 
latory form. Since the motivating purpose—ostensibly as 
well as in fact—of the projected legislation with respect 
to charges is not to increase the rate of interest personal 
loan departments can obtain, but to restrict the combined 
charges which are made by personal loan departments to 
compensate them not only for the use of money (interest), 
but for something other than the use of money as well, and 
hence not “interest,” the result would be a legislative limita- 
tion on all charges, of which interest is merely an incidental 
feature already subject to statutory limitation. For clearly, 
the regulatory scope of the proposed provision dealing with 
charges would merely reinforce, expressly or by implication, 
and in no way disturb, the existing usury statutes. 

As the Illinois Supreme Court decided, with respect to a 
constitutional issue in the case of People v. Stokes (1917) 
281 Ill. 159, 174, 118 N. E. 87, Cam. 277, “the object of 
the law is not to regulate the rate of interest, but, on the con- 
trary, is to regulate the business of making loans of small 
sums of money to wage earners and salaried people, and the 
provision as to the rate of interest is only inserted as one 
of the incidents of such regulation.” Moreover, in the event 
of the enactment of the legislation which is under discussion 
here, a substantial body of additional statutory and juridicial 
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- precedent is available upon which to base the confident ex- 
pectation that its constitutionality* would be sustained. In 
this connection, to illustrate the trend of the attitude of 
courts in general toward the constitutionality of regulatory 
legislation** of the type with which we are dealing here, the 
decisions in the following cases are suggested: Badger v. 
State, 154 Ga. 443; Althaus v. State, 99 Neb. 465; State v. 
Wickenhoefer, 6 Del. (Pennewill’s) 120. 

At this point, having discussed the scope and form of the 

' proposed legislation in general, the reader’s consideration is 
directed to the suggestion that some of the particular fea- 
tures of the legislation should be along the lines of the fol- 
lowing: 


(a) A provision for the authorization and supervision of 
personal loan departments by the Banking Department of the 
Office of the Auditor of Public Accounts. 


1. Special license and examination fees to be provided for. 
2. Semi-annual reports to be provided for. 


(b) Advertising supervision by the Banking Department to 
be provided for, which would: 


1. Prohibit the advertisement by personal loan departments 
of separate elements of charge, such as interest, service charges, 
etc., or other practices which would confuse or mislead the public 
in learning what the full price of a loan is. 

2. Provide that the total charges, where mentioned in a per- 
sonal loan department advertisement, be expressed in dollars so 
as to facilitate the public’s easy comprehension of what the cost 
is. 

(c) Charge section—setting limitation on charges. 

(d) Classification of loans by nature and size—with vary- 
ing maximums ranging from $1,500 to $2,500, depending on the 
size of the community in which the individual bank is located. 


* Legislation similar in scope and form has been unsuccessfully challenged, 
in Illinois as well as elsewhere, on the following grounds: due process, equal 
‘protection, and privileges and immunities clauses of the 14th Amendment of 
the Federal Constitution, and corresponding provisions of the State Constitu- 
tion, along with unifority of operation, title provision, enactment, and amend- 
ment clauses. 


**As the basis for a still more comprehenive insight into the multiplicity 
of factors involved, the reader is referred to the following additional sources of 
reference: “Usury and Usury Laws,” by Franklin W. Ryan, published by 
Houghton Mifflin Co., N. Y.; “The Constitutionality of Small Loan Legislation,” 
by F. R. Hubachek, published by Russell Sage Foundation, N. Y.; “Annotations 
on Small Loans, by F. B. Hubachek, published by Russell Sage Foundation; 
Reinstatement, Contracts, Amer. Law. Inst., Chapter 18 Topic 4 published by 
Amer. Law. Inst. St. Paul, Minn.; Constitutional Law—Freedom of Con- 
tract, (1931) 15 Minn. L. Rev. 467. 
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(e) Exemptions. 
(f) Insurance regulations. 
1. Provide against any abuses. 

(g) Provide for the establishing of cost accounting standards 

by the Banking Department, for the purpose of encouraging per- 
* sonal loan departments to establish charge schedules which will 

facilitate the most equitable possible distribution of the expense 
burden borne by consumers. 


* * * * * 


In concluding this section, an additional argument re- 
mains to be advanced for the prompt and thorough considera- 
tion by Illinois banks of the advisability of procuring the 
enactment of personal loan department legislation at an 
early session of the legislature. That this reason exists in 
the form of the increasing prospects for a broader form of 
Federal regulation than has yet been generally realized is 
not to be doubted. Despite the fact that the legal basis of 
the present controls over Consumer Credit consists of emer- 
gency powers of dubious constitutional status, most students 
of Consumer Credit concur in the view that the controls will 
have to be extended into an indefinite, but considerable 
period beyond the cessation of hostilities. 

Up until the present, a permanent form of Federal regu- 
lation of Consumer Credit has had little beyond a theoretical 
consideration, despite the existence of a number of factors 
which have been operating to bring about such a develop- 
ment. For in its consideration, orthodox legal opinion has 
been practically unanimous in viewing the constitutional ob- 
stacles to such a control as insurmountable. More recently, 
however, the conceptual evolution undergone by the theo- 
retical nature and function of Consumer Credit has af- 
forded the basis for a departure from this negative opinion. 
If Consumer Credit is conceived of as an instrumentality 
by which the flow of commerce can be facilitated or thwarted 
(and of course this is applicable to interstate commerce. 
Moreover, the precedent already exists for such a concept to 
be accorded statutory recognition) , then obviously the theo- 
retical ground has come into visible existence upon which a 
permanent regulatory edifice could be constitutionally 
erected and sustained. 

In such an event, were the controls to retain their present 
scope and nature, such a development need not affect the 
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position of personal loan departments of Illinois banks in any 
extraordinary way. However, were the scope of these con- 
trols to be broadened to include the authority to prescribe 
the methods by which personal loan departments, as well as 
other agencies of Consumer Credit, should express théir 
charges to consumers, such a development could quite con- 
ceivably have the most unfortunate consequences for banks 
if the method to be prescribed were to coincide with the 
method being promoted by the proponents of the so-called 
“‘all-inclusive” method—i. e., in terms of an interest rate of a 
per cent per month, computed upon the monthly unpaid 
balance. For should Illinois banks, along with those of 
a number of other states, not have availed themselves in the 
meantime of the opportnuity to procure state legislation of 
the type recommended herein, the banks would be placed 
in the position of having no “ace-in-the-hole” against the 
necessity of having to express their charges in 2 manner that 
would compel them, under the present usury statutes, to 
reduce their charges to seven-twelfths of one per cent per 
month on monthly unpaid balances. Thus, it is no exag- 
geration to state that the most likely consequence of such a 
step would be to bring about the withdrawal of personal 
loan departments from participation in this field. 


IV 


There yet remains to be considered the question of 
whether or not the methods used by banks in expressing 
their charges for the credit and services rendered by them to 
consumers conform to enlightened consumer standards. Are 
the practices of the banks in this respect as honest and 
straightforward as they should be? 

Aside from the competitive implications which inhere in 
the various methods used by the several Consumer Credit 
agencies—and which constitute too complicated a problem 
to be even outlined here—there would be little point. in 
including this aspect of bank operations in our discussion 
were it not for the fact that one of the more regrettable fea- 
tures of the controversy over these several methods has been 
a considerable amount of negative criticism of the methods 
used by banks. This critcism has been as misdirected in its 
purpose as it has been inaccurate and misleading in its sub- 
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substance. Moreover, despite the diversity in the sources 
from which it has ostensibly emanated, the uniformity of 
its substance has indicated all too clearly its uniformity of 
purpose—which has been to give vent to the annoyance that 
bank competition in this field has occasioned among the 
older occupants. In view of its unobjective quality and 
confused logic, it would constitute a dissipation of effort 
which could be better expended in other directions to sub- 
ject this criticism to a direct analysis and refutation. Con- 
sequently, the writer has decided to concern himself solely 
with setting forth some of the attributes which are com- 
monly acknowledged as being essential features of any 
honest and aboveboard method of expressing the cost of 
consumer credit, together with a brief account of the methods 
used by personal loan departments of banks. The reader 
will thus have been placed in: a position to draw his own 
conclusions as to whether or not bank methods conform 
to these standards. 
* * + * * 

With respect to the several methods of expressing the 

cost of consumer credit, it should be borne in mind, to begin 

with, that organized consumer groups have in no instance 
singled out any one method to receive their exclusive ap- 
proval and support. Notwithstanding the widespread cir- 
culation of propaganda which seeks to give uncritical read- 
ers a basis for the inference that consumer groups have 
designated a given method in particular as complying in 
every way with their preference, the actual fact is that con- 
sumer groups have been mainly negative in their expressions. 
They have tended to confine their activities to complaining 
about methods which misrepresent, or create confusion about 
what the cost of a loan is, and to urging the use by all con- 
sumer credit agencies of methods which make it easy for 
the consumer of average intelligence to know how much 
he must pay for a loan. For it is only when he knows the 
cost of a loan, consumer groups point out, that he will be 
able to compare the charges of one agency with those of 
another, and avail himself of the cheaper. 

All reputable consumer credit agencies are in substantial 
agreement with the foregoing attitude. The Household 
Finance Corporation, for example, has published and dis- 
tributed a substantial body of educational material in which 
one of the main objects of a given method of expressing the 
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cost is frequently set forth, in terms such as the following, 
to be that consumers would thereby be easily enabled to 
compare costs “... as between, different stores and lending 
institutions, and to decide intelligently whether to pay cash, 
borrow, if necessary, or to buy from a competitor’.* More- 
over, we find this same viewpoint receiving substantial ad- 
ditional support in the authoritative and unbiased publica- 
tions emanating from the Consumer Credit Institute of 
America, Inc., a non-profit organization which is the leading 
research and educational institution specializing in this 
field. In “Consumer Credit and Its Uses,” ‘a textbook on 
Consumer Credit prepared by the Institute’s Advisory Com- 
mittee, it is explained that the main purpose of a given 
method of expressing the cost is to permit “... stating what 
the cost is. ... Second, to remove confusion in the public 
mind. ... Also it would seem the path of prudence and of 
simplicity in devising any formula to use the least mislead- 
ing terminology. .. ”** 

Summing up the attitude expressed above, therefore, it 
would seem that there is a substantial body of concurrence, 


not only in the view that the method any agency adopts | 


for expressing its charges should have as its main purpose 
the avoidance of any feature that would tend to confuse 
or mislead consumers as to the true price they must pay 
for the credit of which they avail themselves, but in the im- 
plied thesis, as well, that competition in this field can there- 
by be most effectually promoted. Thus, having endea- 
vored to establish a “criterion,” to the extent that a basis 
has been found for one, an examination of the methods used 
by banks is now in order. 


* * * * * 


Briefly stated, personal loan departments of Illinois 
banks can now be said to be practically unanimous in their 
adherence to the practice of expressing the cost of a loan 
in terms of a total price, in which interest and the other 
normal elements of charge are combined. An example of 


*See page 22, “Controlled Installment Credit,” by Dr. Clyde W. Phelps, 
Head, Dept. of Economics, University of Chattanooga, and Consultant on Re- 
tail Credit, Household Finance Corporation, published and distributed by 
the Household Finance Corp., Chicago. 


**See page 29, “Consumer Credit and Its Uses,” published by Prentice 
Hall, N. Y. 
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12 equal monthly instalments. $300. Our lower costs mean lower month- 
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Personal-Auto Loan Dept. 
2nd Floor, MERCHANDISE MART 


| i: a or oO en oe 
aw a Me @ Whitehall 4500 


this practice is provided by the above advertisement, ap- 
pearing in the June 20, 1941, issue of The Chicago Tribune. 

The use by banks, moreover, of this so-called “consoli- 
dated method” of expressing their charges is the culmination 
of a consideraable amount of experinfenitation with a succes- 
sion of alternative methods. And inasmuch as their reasons 
for adhering to their present method can scarcely be fully 
appreciated with a knowledge of the limitations the other 
methods proved to have, a brief recital of this experience 
may be of interest to the reader who has lacked the oppor- 
tunity for independent study of the question. 

Back in 1984 and 1935, when the direct participation by 
Iinois banks in this field was in its relative infancy, there 
was a tendency in general for banks entering this field to 
establish an arbitrary all-inclusive charge of $6 per annum 
per hundred dollars, expressed as a percentage. But what- 
ever basis such a charge may have had in the irrational psy- 
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chology of public opinion, it soon became evident that it bore 
no valid relation to the realities of cost accunting. More- 
over, the habit indulged in by many banks of advertising 
that personal loan department charges were only “6 per 
cent” soon attracted adverse criticism on the grounds that 
the use of the percentage rate led the uninformed sections of 
the public to believe that the banks were lending at an in- 
terest rate of 6 per cent, whereas—due to the installment 
repayment feature—the effective percentage rate was 
actually 11.67 per cent. Although this criticism generally 
emanated from a competing agency whose own charges, 
in actual dollars, were in many instances in excess of three 
times the equivalent in dollars of the “6 per cent” of the 
banks—and tended by the advantage inherent in its of- 
fensive nature to obscure the defensive advantage that this 
considerable disparity in the actual amounts of the respective 
charges should have assured the banks—it nevertheless was 
not altogether without justification. This justification was 
subsequently strengthened considerably, it must be ad- 
mitted, by a new practice the banks resorted to in their 
course of experimentation. 

Unfounded as their initia] charges of $6 per annum 
per hundred dollars has been in the logic of cost account- 
ing, it soon became apparent that this arbitrarily-conceived 
charge was not sufficient to compensate the banks for the 
expenses incurred in handling this type of business. <Ac- 
cordingly, the practice of adding one or more small items 
of charge ranging anywhere from fifty cents to three dol- 
lars was the next development—the particular amount in 
the case of each bank*tending to vary in proportion to the 
adequacy and accuracy of the inconclusive cost accounting 
data upon which the amount of this extra charge was gen- 
erally based. But this new combination practice, combin- 
ing fees and service charges expressed in dollars and cents 
with a percentage rate as it did, tended to not only compli- 
cate the consumer’s task of computing what the total charge 
for a loan actually amounted to, but also to increase the 
criticism the banks were being subjected to. 

Gradually, however—and under the impetus of this 
criticism, unbiased and inaccurate though it was in many 
instances—the banks as a whole began to make progress 
toward consolidating the normal components of their charges 
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into one combined total, expres 

banks eliminated, by this step, t 

most instances been the only legit} 

ful criticism, as well as the source 
sumers who were not sufficiently v 
make the task of converting the mi 
and dollars into its combined equivalent 
one 


it has proved to consumers in enabling them to learn the price 
of a loan without the necessity of making a series of mathe- 
matical computations, has still another aspect which de- 
serves mention here. For, as is well illustrated by the fore- 
going advertisement, this method tends to bring out into 
sharper relief than would any other method, the differences in 
the charges of banks and other agencies. In fact, the use 
of a percentage method would tend to minimize the osten- 
sible extent of these differences. Thus it is, that to the ex- 
tent these differences are substantial, this method tends to 
enhance the competitive position of the banks accordingly. 
But at the same time, this renders its value no less to the 
public in effecting the savings made possible by thrifty 
discrimination. 

Still another feature of this method which deserves men- 
tion here is that the consolidated charge, as used by most, 
if not all banks, applies solely to the normal elements of 
charge. In the event of the customer’s delinquency, a small 
penalty, or “fine,” is imposed. On the surface of the mat- 
ter, there appears to be little in the way of a preponderance 
of either the pros or cons of this practice. As to the nega- 
tive side, it is true that this penalty, although small, raises 
the cost of a loan in such instances as it is imposed. More- 
over, were the banks imposing it—and the majority do im- 
pose it—to fail to inform their customers at the beginning 
of the loan transaction of the penalty for delinquency, they 
could rightfully be accused of withholding, in these instances, 
information about the cost of a loan. 

However, there is no recorded instance of a delinquent 
personal loan department customer who claimed to be 
ignorant of the penalty provision in his contract at the time 
of signing it. And certainly every selfish reason exists, on 
the part of the bank, f render it vitally essential that the 
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customer clearly understands in the beginning of the trans- 
action that a penalty will be imposed unless he is prompt 
in his payments. On the positive side, the obvious purpose 
of this practice of imposing penalties was originally to in- 
fluence the borrower to make his payments as agreed, thus 
enabling the bank to avoid the expense delinquency entails 
which would not ordinarily be involved. The practice, in 
this respect, has its counterpart in the collection practices 
of public and privately-owned utilities, Federal, state, and 
municipal taxing and other financial bodies, etc. But less 
evident, however, has been the more important and under- 
lying purpose this practice of imposing penalties is now 
recognized as serving. 

The entire distributive section of the nation’s economy 
has been subjected to a critical scrutiny in recent years. 
And retailing in particular has had its full share of critical 
treatment, one phase of which is highly pertinent in our dis- 
cussion of delinquency in Consumer Credit. This phase 
of the criticism has been directed in general at the prevail- 
ing situation in the retail credit world which so commonly 
results in the cash customer’s having to bear the burden of 
the retailer’s cost of doing a credit business, and in particular 
at the large and wholly unwarranted size of this expense 
burden, (on cash, and on prompt-paying customers, as well) 
which can be directly attributed to the slow-paying customer. 
There can be but little doubt but what this situation is be- 
coming an increasingly important factor in the controversial, 
as well as actual, aspects of the general competitive situa- 
tion between the chain stores selling for cash and depart- 
ment stores and independent merchants operating on both 
a cash and credit basis. 'The Household Finance Corpora- 
tion has stimulated a widespread interest in this problem 
through the publication and distribution by its Research De- 
partment of a “Retailer’s Library,” consisting of books on 
the subject prepared by its Consultant on Retail Credit, 
Dr. Clyde W. Phelps, Head, Department of Economics, 
University of Chattanooga. The essence of the problem 
is expressed in the following excerpts from two of these 
books* : 


*See Age Analysis of Charge Accounts, pages 18-19, and Ten Hidden 
Losses in Slow Accounts, pages 24-25, both published by Household Finance 
Corporation, Chicago, Ill. & 
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“ ... Glancing down the (accounts receivable) analysis sheet, 
the retailer can see the names of the customers who always pay 
promptly and are shown as owing a balance only for the current 
month. These customers cause him the very minimum of book- 
keeping costs and the expense of sending only one statement or 
request for the money. The moderately slow accounts necessitate 
greater bookkeeping and collection expense. 

“And looking at the accounts which have balances 90 days 
or more delinquent, the retailer must be impressed by the es- 
pecially heavy costs! caused by such slowness. . . . 

“The age analysis will suggest to him the truth that these ex- 
tra heavy bookkeeping and collection costs (like the bad debt 
losses) must be charged against the gross profit expected from 
this class of slow accounts (and not against the gross profit of 
his total charge business) for it is this particular class of people 
who have caused these added expenses.” 


“It certainly is unfair to charge a cash customer $100 for a 
bill of goods and to charge a slow account the same price but let 
him take three to six months or more to pay. 

“Considering only the interest factor, you are giving the slow 
account a better deal than the cash customer. You are giving the 
slow-paying customer the same merchandise plus $1.50 or more 
of money lending services when he pays three months late, $3.00 
or more of free loan service when he pays six months slow, and 
$6.00 or more of free banking service when he pays in one’ year. 

“Nor is it fair to prompt-paying charge customers to allow 
slow accounts to take from two to six months longer to pay and 
yet charge the same price to prompt as well as slow customers. 

“Either you or your good customers are paying the cost of 
supporting your slow accounts. Is it fair to your cash and your 
prompt-paying charge customers to make them pay the cost of 
supporting the slow accounts by charging them higher prices 
than they would otherwise need to pay? Is it fair to you to pay 
the cost of supporting your slow customers by needlessly sacrific- 
ing part of your hard-earned profits?” 


In view of the fact that the logic of the foregoing argu- 
ments is applicable to Consumer Credit as a whole, those 
responsible for personal loan department policies have un- 
derstandably had in mind the desire to avoid any basis there 
might be for a similar criticism to be directed at banks. 
Hence, they have emphasized this latter, along with the cther 
purposes served by the banks’ retention of this penalty 
practice. 

At the same time, however, it would appear that the 
cost accounting data upon which the size of the penalties 
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imposed by most banks has been apportioned, is at best 
limited, if not altogether inadequate. Moreover, in the use 
of such data as the basis of a commercial practice, a prob- 
lem in social cost accounting presents itself. In the first 
place, it is a fallacy to suppose that the largest portion of 
the delinquency is unavoidable. Too many independent 
studies have pointed conclusively to the fact that careless- 
ness, rather than the impact of some extraordinary factor 
such as serious illness, etc., is the primary cause of delin- 
quency in the overwhelmingly large majority of instances. 
At the same time, if the policy of basing the amount of 
the penalty for delinquency, as well as other charges, on a 
scientifically equitable allocation of the expense burden 
were to be pursued to its logical and mathematical ex- 
tremity, the result would in some instances unquestionably 
be a hardship that the delinquent borrower would be unable 
to bear. 

In view of the foregoing, therefore, the question ulti- 
mately narrows down to one of how much of the burden 
for which he is responsible should be borne by the average 
delinquent customer of personal loan departments. And 
it was largely due to the fact that important social considera- 
tions enter into the determination of a socially just and 
satisfactory answer to this question that the writer was 
prompted to suggest the incorporation, in the legislation 
previously discussed, of a provision which would have the 
effect of bringing about among personal loan departments 
generally the more uniform use of cost accounting stand- 
ards and policies which have the sanction and approval of 
public authority. Such a step, it would seem—enabling, 
as it would, the utilization under public scrutiny of both 
scientific cost accounting and social science in the task of 
devising the most equitable possible distribution of the ex-: 
pense burden to be borne by customers—would constitute 
the most enlightened possible development in the evolution 
of bank personal loan department operations toward a fully 
satisfactory method of expressing their charges to con- 
sumers. 
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The Future of Interest Rates” 


By J. H. RIDDLE 
Economic Adviser, Bankers Trust Company, New York 


OW INTEREST rates prevailed in this country for 
some years before we entered the war. ‘They developed 
under peace conditions and not as a war finance policy. 

For years political disturbances and threats of war in Europe 
had been driving gold into this eountry in large amounts, 
and the movement was aided by the very generous price 
which we were willing to pay for the metal. ‘The result 
was the creation of tremendous amounts of excess reserves 
in our banking system. ‘These excess reserves led banks to 
invest large amounts in securities and to compete for avail- 
able loans, thereby driving interest rates lower and lower. 
Perhaps there were other factors helping to push interest 
rates down, such as the lack of any great demand for capital 
funds during the 1930’s, but the main factor was the influx 
of gold which piled up reserves and put the banks into the 
security market in a big way. 

The same factors which created low interest. rates gen- 
erally are also responsible for the unusual rate structure 
which developed, that is, the wide differential between short 
term rates and long term rates. Banks became the biggest 
investors in the market, but they had a preference for short 
term securities, partly because of the nature of their liabili- 
ties, and partly because they expected rates would rise. The 
shift from commercial banking to investment banking was 
forced upon banks by the course of events, but by training 
and experience they were loath to buy anything except 
short term securities. ‘Throughout the decade banks and 
other investors believed that low rates were artificial and 
would not prevail very long. Therefore, they were very 
hesitant to take the risk of price declines inherent in longer 
term securities. 'The experience of many institutions with 
their bond portfolios during the 1920’s and early 1980’s was 


RES 
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“Based on an address before the Wartime Conference on Trust Problems 
of the American Bankers Association. 
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still fresh in mind. Thus the unusual accumulation of re- 
serves and the strong preference of banks and other investors 
for short term securities drove short term money rates down 
almost to zero. 

I happen to belong to the school which believes that the 
easy money policy was overplayed and that interest rates _ 
declined too far. Excessively low rates have created many 
injustices as well as adverse social and economic effects. 
That is past history, however, and as much as we would 
like to see somewhat higher rates generally, we recognize 
the fact that the Treasury cannot very well finance a war 
of this magnitude in a period of rising interest rates and 
declining bond prices. 


DuRING THE War 


The Treasury took advantage of the prevailing low rates 
when we entered the war and, after some adjustments, es- 
pecially in short term rates, stabilized the whole rate struc- 
ture, with the help of the Federal Reserve System. The 
Treasury has left no doubt that it intends to keep rates 


stabilized at about this level for the duration of the war, that » 
is, 4 per cent for bills to 2144 per cent for long term bonds. 
Financing the war on this level of rates will mean an aver- 
age cost of 2 per cent, and will save the government enor- 
mous amounts of money in interest charges. 

There is little doubt as to the ability of the Treasury 
and the Federal Reserve System together to keep rates low 
during the war period and to stabilize the structure around 
the present level. There may be some difficulties in main- 
taining specfic rates. Perhaps some adjustments within 
the structure will have to be made from time to time, or even 
some restraints on trading. But with the powers available 
to the Treasury and the Federal, especially the powers to 
engage in open market operations and to reduce reserve re- 
quirements, it is fully anticipated that rates can be main- 
tained around these levels, in spite of enormous amounts 
of public borrowing and large purchases ot government 
securities by banks. 


It seems logical to expect that rates will continue to be 
stabilized somewhere around these levels in the immediate 
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post-war period, say for two or three years. There may be 

some adjustments in rates, especially in the short term rates, 

but it is doubtful whether the controls will permit any major 

rise in rates generally. The Treasury will still be borrow- 

ing large sums of money, at least, for a year or so, and will 
_ have a huge floating debt to refund. 

If the war lasts until the middle of 1944 the public debt 
will probably be over $200 billion and the floating debt 
(bills and certificates) may be well over $20 billion, with 
other maturities falling due rapidly. At the same time 
there may be heavy calls on the Treasury from those who 
own securities redeemable on demand. The amount of sav- 
ings bonds redeemable on demand may be $25 billion by 
that time, even if the F & G bonds are discontinued, and 
certainly some holders will want to cash them. On the 
whole the Treasury’s problem will be no less difficult during 
that period than during the war. 

Moreover, the banks will hold enormous amounts of 
government securities at the end of the war, and it will be 
most important to avoid price declines that might shake 
confidence and lead to general liquidation. 'The commer- 
cial banks of the country now hold roughly $40 billion of 
government securities, and by the middle of 1944 they may 
hold 85 billion, without very much increase in capital funds. 
While a large proportion of these holdings will be short 
term securities, there will be enough of the war issues run- 
ning up to ten years to make any major price decline a mat- 
ter of serious concern. The whole period of transition 
from war to peace will be fraught with many difficulties, 
and no doubt every effort will be made to avoid the dis- 
turbing factor of rising interest rates. 


LONGER-RANGE VIEW 


When we try to take a longer-range look at interest rates, 
that is, for the period beyond the two or three years of transi- 
tion from war to peace, we are frankly getting into hazy 
atmosphere. It would be foolhardy to make any positive 
predictions far ahead. We know very little about the kind 
of post-war world we will live in, the political complexion 
of our own country at that time, or the economic’ doctrines 
that will prevail. There are too many imponderables. for 


j, HR THE BANKERS MAGAZINE for March, 1943 





one to be positive or dogmatic about post-war trends or con- 
ditions. 

On the other hand, investors must look ahead and at- 
tempt to peer through the haze. Therefore, it may be profit- 
able to attempt to point out some of the factors which may 
influence interest rates in that period, and to present a view- 
point. I should like to emphasize that it can only be a 
viewpoint, not a forecast, and that whatever factors we may 
stress today, with our limited vision, may not prove to have 
been, in the long run, the controlling factors. Let us look 
for a moment at some of the influences toward higher interest 
rates. 


INFLUENCES TowarRD HIGHER RATEs 


(1) Capital Demands—In spite of enormous new plant 
facilities in this country which will be left by war, there will 
probably be a period of substantial capital demands, to 
cover the cost of converting these facilities to civilian produc- 
tion. 

Repairs and upkeep of most peace time plants are being 


neglected during the war and will have to be made up in 
the post-war period. Usually depreciation and mainten- 
ance expenditures run some $6 or $7 billion per year. Be- 
cause of priorities and rationing, a large proportion of these 
expenditures is being postponed. Hence, after the war 
many plants will be in a poor state of repair or even ob- 
solete, but heavy tax payments may have prevented most 
companies from accumulating much cash. A large part 
of the reconversion expenditures and the postponed main- 
tenance expenditures will be made in the first two or three 
post-war years, but if we have a period of high business 
activity, as many anticipate, there may be substantial de- 
mands for capital funds for several years. 

New inventions and new industrial processes developed 
during the war will be utilized in the production of peace 
time goods, also requiring new capital expenditures. With 
a greater plant capacity, improved processes, new tech- 
niques, and millions of newly trained skilled workers, it has 
been estimated by some that our post-war production may 
soon be 50 per cent greater than in pre-war days. This will 
call for increased working capital as well as for fixed capital. 
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Residential construction will also probably rise to large pro- 
portions within a few years after the war. 


(2) Capital Demands from Foreign Countries—A 
destructive war is usually followed by an extended period 
of heavy capital demands, and this is probably the most 
destructive of all wars. Many foreign countries will have to 
engage in great reconstruction activities after the war. If 
genuine world peace and political confidence are restored, 
these reconstruction activities might cause a flow of capital 
funds from low interest rate countries like the United 
States into higher interest rate countries. Probably the 
greater part of the foreign funds held in this country will 
either be withdrawn or used to buy goods here. The United 
States Government may participate in some of the recon- 
struction activities abroad. Industrial and development 
projects may be undertaken in many sections of the world, 
including South America and the Far East. In time these 
may become important outlets for surplus funds in the 
United States. It is purely a matter of conjecture, of 
course, as to how soon an outflow of capital funds might 
develop or what proportions it might reach. 


(3) Business Booms and Rising Prices—To what ex- 
tent monetary measures by the Federal Reserve System 
(open market operations and changes in reserve require- 
ments) will be used in the post-war period to prevent or 
check business booms and rising prices is a matter of much 
debate and speculation. No doubt we shall again have 
periods of high business activity and rising prices. In case 
such a situation should threaten to get out of hand, the in- 
clination of the Federal would be to restrain credit expan- 
sion and raise interest rates. Whether other and stronger 
considerations will offset this urge remains to be seen. This 
is the heart of the problem so far as the future course of in- 
terest rates is concerned. For the time being, however, I 
simply raise the question and will return to it later. 


Factors Wuicu May TEND To KEEP INTEREsT Rates Low 
(1) Growth of Savings—According to one school of 


thought, savings may more than balance investment de- 
mands. They think that long term rates at present are not 
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quite as artificial as is sometimes supposed. Even with- 
out the great growth in excess reserves in recent years, they 
believe we would have had a substantial decline in interest 
rates. Our country is economically much more mature than 
a few decades ago; not only has it been highly industrialized, 
but the tendency to save has increased with the expanded 
output and the enlarged national income. It will be re- 
called that England’s long term interest rate was under 3 
per cent for-a period of about thirty years around the end 
of the last century and the beginning of this one, at a time 
when England was exporting substantial amounts of capital 
to help industrialize other parts of the world. With a high 
rate of production and a large national income after the 
war, perhaps savings will be large. Whether they will be 
ample for investment demands, including foreign invest- 
ments, remains to be seen. High taxes may restrict savings 
in the middle and upper income brackets, but this may be 
partly offset by savings in the lower income groups. 


(2) Repression of Investment Incentive—Social re- 
forms, bureaucratic controls, and a government attitude 
which was generally interpreted as unsympathetic to bus- 
iness resulted in substantial suppression of the investment 
incentive during the past decade. Therefore, in spite of 
heavy government expenditures and deficit financing, our 
economic machine did not reach full capacity. Low interest 
rates were maintained without stimulating business excesses. 
Now we are adding to these factors heavy taxes which will 
probably not be repealed very soon. How many repressive 
measures will continue to be exercised after the war it is 
impossible to say, but if the high taxes and other government 
measures should have the same discouraging effect upon in- 
vestments and business enterprise in post-war years as dur- 
ing the 1930’s, there would probably be little tendency for 
interest rates to rise. 


(3) Government Debt and Bank Holdings of Govern- 
ment Obligations—A huge and perhaps growing public debt 
and the large holdings of government securities will make it 
exceedingly difficult to reverse the easy money policy and 
return to higher rates. ‘The public debt may be larger at the 
end of the readjustment period than at the end of the war. 
The floating debt may be just as large or larger and the 
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problem of refunding just as great. It is possible, of course, 
that the budget may be balanced, or at least the deficit re- 
duced to smail proportions, but it seems doubtful whether 
very much progress will be made in debt retirement for 
several years. 

An important reversal in interest rate policy would in- 
volve certain hazards for the Treasury. It would mean 
not only increasing the cost of the public debt but also the 
danger of unfavorable markets for necessary Treasury 
financing. During periods of rising rates there is usually 
an inclination for markets to wait for better terms. 

Bank investments may also increase during the period 
of readjustment. Many of these securities will have maturi- 
ties of eight or ten years or longer, and the small and medium 
sized banks may hold long term securities because they have 
large amounts of time and savings deposits. A substantial 
rise in interest rates and a consequent decline in government 
bond prices would be a matter of great concern to these 
institutions. ‘The government must necessarily feel respon- 
sible for the safety and welfare of banks which are large 
holders of government securities, and will want to avoid a 
reversal of interest rate policy that might have substantial 
adverse effects on them. 

It is generally recognized that in time of war it would 
be unwise to increase rates and thereby throw an added 
burden of adjustment on the Treasury and the banking sys- 
tem, but, with a huge public debt and large bank investments, 
the problem will be much the same in time of peace. This 
will be especially true if fiscal policy should lead to con- 
tinued deficit financing. 


FUTURE OF QUANTITATIVE CREDIT PRICES 


I have said that the future course of interest rates 
would depend largely upon whether the Federal Reserve 
System returns to monetary control after the war to check 
or prevent business excesses and inflation. The specific con- 
trols I have in mind are the powers to engage in open market 
operations and to change reserve requirements. These are 
commonly referred to as monetary controls, or more speci- 
fically as quantitative credit controls because they are de- 
signed to control the volume of credit and to vary interest 


rates in order to regulate investment and the volume of 
production and employment. At least that seemed to be 
the objective of monetary policy prior to the war. 

Since the outbreak of war, however, these quantitative 
credit control powers are being used to stabilize interest 
rates and bond prices and to provide ample credit for the 
Treasury’s needs at the stabilized rates. That is an im- 
portant change in the objective of monetary policy, and 
raises the question as to what the policy will be in the post- 
war period. The two things cannot be done at the same 
time. If the objective is to keep interest rates and bond 
prices stable, then obviously the same controls cannot be 
used to tighten credit and raise interest rates in order to 
prevent business excesses and inflation. On the other hand, 
if the volume of credit is controlled and interest rates varied 
in order to regulate investment, business activity and em- 
ployment, then interest rates cannot be stabilized. 

I have already pointed out some weighty reasons for 
keeping interest rates comparatively stable after the war. 
at least for several years. 'The tremendous public debt and 
the large security holdings of banks create an unprecedented 
condition in this coyntry that will continue to have a very 
important influence on monetary policy. The need. for 
stable interest rates will no doubt be greatly stressed in the 
future. 

Moreover, these quantitative controls over business 
activity have never been very satisfactory in this country, 
partly because we have not been very adept in handling 
them and partly because they have great inherent limita- 
tions, especially since the international gold standard ceased 
to operate. Federal Reserve control over the economy was 
greatly emphasized in the late 1920’s and early 1930's, but 
when the easy money policy was carried to great lengths dur- 
ing the depression without stimulating economic activity as 
anticipated, the defects and inadequacies of such monetary 
policies became apparent. Furthermore, attempts to check 
business excesses have been effective, as a rule, only when 
applied so drastically as to cause a reversal in business trends. 

An additional factor which seems to argue against the 
use of quantitative credit restraints after the war is the large 
volume of bank deposits which will exist and which may be 
utilized more fully. The use of the then existing deposits 
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more actively might create inflationary influences without - 
any further expansion in bank credit. Those influences could 
not be controlled by quantitative credit-control measures. 
For these reasons there is today far less faith in monetary 
controls over business activity than there was a few years 
ago. Direct controls of various kinds are now proving much 
more effective than monetary measures did in the past. 

In view of these considerations I am raising the question 
as to whether the Federal Reserve controls may not be used 
in the future, at least for several years, to stabilize interest 
rates and bond prices rather than business activity and com- 
modity prices. In that case, greater reliance will have to 
be placed upon non-monetary controls and other direct 
measures to promote business stability. Certainly every ef- 
fort will be made to prevent business excesses and runaway 
prices by other means before resorting to restrictive monetary 
measures which might drive interest rates up, greatly in- 
crease the cost of the public debt, and demoralize the bond 
market. Perhaps our large productive facilities and grow- 
ing propensity to save may help to prevent the need for 
restrictive meaures. 

It has been suggested that in a period of rapid business 
and credit expansion the Federal Reserve System can merely 
sit tight and permit interest rates to rise, without taking 
any positive action. In other words, the Federal might 
hesitate under such conditions to feed the market more credit 
in order to keep interest rates stable. It is not believed. 
however, that the authorities would permit a rise in rates 
through inaction unless they were willing to do the same 
thing by positive action. ‘They cannot evade responsibility 
for market conditions by passive policy. The important 
question will always be whether conditions demand or per- 
mit tight credit and rising interest rates, and not whether 
these can be accomplished by passive or active policy. 


Strapinity Dors Not PrectupE CHANGE 


The case for comparative stability of rates over a period 
of years does not mean that they will necessarily continue 
to be pegged at these exact levels. Some changes are prob- 
able, especially in short term rates. ‘The very fact that rates 
are stabilized works against the present structure because 
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it may gradually remove the fear of price fluctuations in 
longer term securities and the reason for concentrating so 
heavily in short term obligations. As the debt gets into 
more manageable shape, perhaps short term rates will be 
allowed to rise somewhat, and the spread between short and 
long rates reduced. 


If this country should enter into an extended period 
of prosperity, and fiscal affairs should be managed so as 
to begin paying off the debt in substantial amounts, the 
rate controls might be relaxed somewhat. If bank holdings 
of government securities are reduced along with the declin- 
ing debt, a gradual firming of rates might be permitted 
without serious effects. If, at the same time, world produc- 
tion and trade should be restored to more normal levels and 
the foreign demands for capital should continue heavy, the 
impetus of higher rates would be increased. The change 
would no doubt be managed, however, so as to prevent any 
catastrophic break in security prices. It is purely a matter 
of conjecture, of course, as to when any upward movement 
in rates will occur. 


Wit Low Rates Leap To INFLATION? 


There is one school of thought which insists that low 
money rates cannot be maintained without causing a con- 
tinuous expansion of bank credit and producing inflation. 

Low rates reflect available credit and when credit is avail- 
able it will be used, they contend. 

That view probably gives too much weight to the in- 
fluence of interest rates. The effects of easy money condi- 
tions on business borrowing and the expansion of bank credit 
are not always the same. Easy money is at best a permissive 
factor and its effects vary under different conditions. Dur- 
ing the 1930’s when we had low interest rates we did have 
expansion of bank credit, but that was due to fiscal policy. 
If fiscal policies lead to credit expansion, such expansion 
cannot be attributed to low interest rates and probably 
would not be checked materially by tighter credit conditions. 
Furthermore, low rates, in themselves, did not seem to stimu- 
late private business borrowing to any great degree. There 
were too many other factors in the picture. It may be the 
same in the future. 
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There is increasing doubt as to whether the interest 
rate is a dominating factor in determining the volume of 
business activity or the volume of bank credit. If other 
factors are favorable for expanding business, there will be 
business borrowing and expanding bank credit regardless 
of whether rates are low or high. On the other hand, if the 
controlling factors are not favorable, low rates will probably 
not stimulate any undue expansion in credit. Doubtless 
credit can be made plentiful at higher rates. On the other 
hand, through more rigid lending standards and selective 
credit controls, the availability of credit can be reduced 
even when interest rates remain low. 

Moreover, it is not at all clear that we can get a better 
balance between demand and supply of funds at high rates 
than at low rates. There is no statistical evidence indicat- 
ing a very close relationship between the rate of interest 
and the volume of savings. ‘There are some who think that 
as a consequence of high national income, savings will run 
very high in the future, even with low rates, and perhaps 
satisfy demands without any great pressure on the rate 
structure. 


_Drrect ContTROLS vs. QUANTITATIVE CREDIT CONTROLS 


The question arises as to what will take the place of quan- 
titative credit controls to stimulate or restrain business 
activity when the need arises. One answer is that direct 
controls are being used extensively as restraining influences 
during the war, in lieu of quantitative credit controls, and we 
are learning much about them. Some of these direct con- 
trols, such as controls over stock markets and installment 
credit, are known as selective credit controls because they 
attempt to restrict particular uses of credit rather than to 
control the volume of credit. Perhaps selective controls of 
some kind will continue to be used in the post-war period. 
They may even be extended to other forms of credit ration- 
ing or restrictions on the speculative uses of credit. 

Other direct controls are non-monetary, such as price con- 
trols, rationing of commodities, etc. We are now attempt- 
ing to prevent speculative activities and inflation with these 
non-monetary direct controls, with restricting the volume 
of credit and raising interest rates. ‘There may be an in- 
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clination to use some of these non-monetary measures in 
time of peace if and when necessary to prevent business 
excesses and runaway prices. Public opposition to most 
direct controls in time of peace may be strong. Certainly 
it will be more difficult to maintain a regimented economy 
after the war when the patriotic appeal can no longer be 
made. On the other hand, the public has been taught much 
about the evils of overexpansion and inflation, and if we 
should again run into a period of speculative excesses and 
rising prices, especially if banking conditions and fiscal prob- 
lems prevent the use of monetary controls, perhaps the pub- 
lic will sanction these non-monetary controls as emergency 
measures. 


Fiscat Po.ricy 


Fiscal policy, that is, the use of government expendi- 
tures and taxation to regulate the volume of business, may 
also help to replace Federal Reserve monetary policy. The 
use of government expenditures to stimulate business 
activity is the dominant feature of fiscal theory. Taxation 
and debt retirement to prevent overexpansion are also a part 


of fiscal theory, but they have not been stressed so much as 
the need for pump-priming expenditures. 


Originally designed to supplant and support monetary 
policy, fiscal policy now threatens to supplant it. As the 
defects of quantitative credit controls over business activity 
have become apparent in recent years, fiscal policy has de- 
veloped and has begun to be looked upon in some quarters 
as a substitute for Federal Reserve policy. Fiscal policy 
may not prove any more effective than monetary policy in 
the long run, but for the moment this particular doctrine 
holds the spotlight and probably will be given further trial. 
This may make it easier for the Federal Reserve to continue 
to direct its efforts toward keeping interest rates stable. 

In the latter developments of fiscal theory, emphasis 
has been placed on the need for long-run public expendi- 
tures to compensate for alleged chronic tendencies toward 
over-saving and under-investment. If this policy prevails 
it will make even more difficult the return to a monetary 
policy that restricts credit and varied interest rates as one 
of its weapons. 
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SUMMARY OF CONCLUSIONS 


(1) There seems to be little doubt as to the intention 
or ability of the Treasury and the Federal Reserve System 
to stabilize interest rates around these levels for the duration 
of the war. 

(2) The probabilities are that rates will continue to 
be stabilized during the immediate post-war period, per- 
haps for two or three years, because Treasury and bank 
problems will be no less difficult during that period. Some 
increase in rates may be permitted, especially short term 
rates, but the general level of rates will probably not rise 
very far. 

(3) Debt and banking conditions created by war finance 
may make it necessary for monetary controls to keep interest 
rates at comparatively low levels even beyond the immediate 
post-war readjustment period. Some rise from present 
levels might be permitted but it will doubtless be kept within 
moderate bounds. If and when debt retirement begins and 
bank holdings of government securities are reduced, a gra- 
dual firming of rates. might be permitted without serious 
effects. Stability of rates, however, may continue to be 
the principal objective of Federal Reserve policy for a num- 
ber of years. : 

(4) The old monetary or quantitative credit controls 
over investment, the volume of business activity and em- 
ployment may give way to fiscal policy and to direct con- 
trols, such as controls over the stock market and instalment 
credit, and perhaps even to non-monetary controls in emer- 
gencies, such as rationing of commodities and price con- 
trols. 
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Current Decisions on the Law of 
Banking and Negotiable Instruments 


knowledge of the laws and regulations affecting banking. 

The statement has often been made that a banker should be 
seven-tenths lawyer, two-tenths economist and one-tenth 
accountant. 


[: is important that bankers should have at least a layman’s 


During our fifty years as publishers of The Banking Law Journal 
we have pointed out in this monthly publication many of the 
pitfalls under the Negotiable Instruments Act, explaining in 
simple and non-technical language the current decisions of the 
State and Federal courts dealing with the law of banking and 
negotiable paper. Each decision that appears in the Journal is 
carefully digested and explained, so that the point involved is 
made clear to the banker. 


Some Articles and Decisions Which Have 
Appeared in Recent Issues of the 
Banking Law Journal 


Right of Drawee Bank to Rely on Forged Indorsement on Cashier’s 


Collecting Bank. 

Liability of Bank for Loss of Con- 
tents of Safe Deposit Box. 

Negligence of Depositor in Discover- 
ing Forgery Releases Bank. 

Present Taxable Status of Estates 
and Trusts. 

State Legislation Affecting Federal 
Deposit Insurance Corporation. 

State Tax on Safe-Deposit Business 
of National Banks. 

Discretion of Fiduciary to Sell Stock 
of Decedent. 

Liability of Bank in Paying Stopped 
Check. 

Liability of Bank Paying Corporate 
Check. 

Negotiability of Trade Acceptance. 

Holder of Remittance Drafts Not 
Entitled to Preference 


Check. 


Bank Employees Subject to New York 
Labor Act. 


Funds Constituting Special Deposits. 
Investment Duties of Trustee. 
Gift of Bank Deposit. 


Contracts of National Banks Gov- 
erned by State Laws. 


Bank’s Purchase of Conditional Sales 
Contract. 


: Application of Collateral on Note. 


State Legislation Affecting National 
Banks. 


Fraudulent Warehouse Receipts. 


Taxation of Trusts Made in Con- 
templation of Death. 


Statutory Liability of National Bank 
Stockholders, etc. 


Subscription Price $6.00 a Year 


The Banking Law Journal, 465 Main St., Cambridge, Mass. 
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War Financing and Post-War 


Business Outlook * 


By ARTHUR R. UPGREN 


Vice-President and Economist, Federal Reserve 
Bank of Minneapolis, Minn. 


? 


HE purpose of this article is twofold: first, in light of 
war financing and the war production program, to es- 
timate the outlook for business in the period after the 

war; second, to inquire into business financing that will be 
required in the first years after war and the job that will 
face the banks in this financing business. 

There are many lessons that can be learned from our 
experience after the first World War. An inquiry into that 
experience can be of great assistance so that we may make 
the most intelligent approach possible to policies that are 
desirable after the present war to eliminate as many difficul- 
ties as possible that may stand in the way of the adequate 
financing of business we shall then need. If intelligent and 
wise policies are adopted, both banking and business may 
make a maximum contribution to full employment and a 
sustained high output in the post-war years. Only if these 
two goals are achieved can we maintain the kind of free 
economy that we want in the future. 


Bank FINANCING OF BusINEss: 1916-1918 


Through the two years of intense industrial activity be- 
fore the United States entered the first World War in 1917 
and through the war years 1917-1918 the banks of the United 
States financed a large part of business regardless of whether 
it was engaged in war or engaged in civilian production. 
In fact, within the five year period, 1915-1920, the banks of 
the United States increased their loans by no less than 12 


*Based on an address before the Wartime Conference on Trust Problems 
of the American Bankers Association. 
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billion dollars. In this same period the Federal Govern- 
ment borrowed about 25 billion dollars. Of these new 
government securities the banks purchased only 8 billion 
dollars although for very short periods of time, and only 
in unimportant amounts the banks loaned to their customers 
to finance their purchases of the five Liberty and Victory 
Loan issues. 


War FINANCING 1941-1948 


In contrast, in the present war, after a rather moderate 
early increase in bank loans, total bank loans have been de- 
clining rather than expanding. Whether the developments 
this time are desirable or not, as a nation we have in effect 
arranged that financing business engaged in war produc- 
tion be handled through various governmental agencies and 
special governmental arrangements. 

This time it is the banks’ government bond portfolios 
that are expanding and that will continue to expand as the 
banks are called upon for additional government financing. 
It is hoped, however, that the government’s reliance upon 
banks soon.can be reduced as taxation is increased and as we 
pursue more vigorous bond sales programs for selling bonds 
to the general public. In a sense it may be that at first 
the large purchases of government bonds by the banking 
system involving marked credit expansion were necessary 
to make possible larger bond purchases by the non-banking 
public which in turn will result in a diminishing reliance 
being placed upon government financing at the banks. 


BankK FINANCING OF BusINEss AFTER THE F'rrst 
Worup War 


After a short period of hesitation in business, following 
November 11, 1918, and ending in March 1919, business 
moved forward into an extreme boom which ended abruptly 
in 1920. In the short space of eight months Federal Re- 
serve System member banks increased their loans by no less 
than 25 percent. During this same period wholesale prices, 
based upon 1913 as 100, advanced from an index of slightly 
less than 200 at the Armistice to the post-war peak of almost 
250. This advance in prices was by 25 per cent; loans and 
deposits were also increased by 25 per cent. 
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During the period of this price advance there was an 
accumulation of inventories by business as a whole of almost 
12 billion dollars. It was this rapid inventory accumula- 
tion, financed heavily by banks, which represented, so to 
speak, a “withholding of goods,” which in turn fed the 
flames of price advance. 

In fact it has been said that upon the conclusion of the 
war in 1918 business was insistent upon an almost instanta- 
neous release from government wartime controls. Presi- 
dent Wilson said of this later, “We took the harness off at 
once,” thus indicating that government assumed controls 
should end simultaneously with the end of the war. 

For that quick removal of wartime controls, business 
in 1920-1921 paid dearly, and with considerable damage to 
banking, in the huge inventory losses that followed the con- 
sumers’ strike against the post-war sharp rise in prices of 
late 1920. In fact, in retrospect, had a reasonable amount 
of price control been continued after the war in 1919 and 
1920, and had there been used some form of inventory con- 
trol such as we have recently adopted, the economy probably 
could have escaped most of the depression of 1920-1921. We 
must recall that it was after the war too that wheat rose 
from $2.26 to almost $3.50; hogs from about $15 to over 
$22; and many other prices accordingly. Those postwar 
price advances obviously could not have helped win the 
war and they damaged the first post-war economy. 

In fact there is wide agreement that the extent of price 
control that we have now this time adopted has been pos- 
sible only because thoughtful business men and bankers 
have supported recent price control legislation and their 
support has provided the very margin that has been needed 
to that end. 


BusINEss AND ITs FINANCING IN THE DECADE OF THE 1920's 


After the drastic price decline of 1920-1921, from a 
level of almost 250 to 150, economic activity in the United 
States moved forward on all fronts until fateful 1929. 

A brief review of some of our real gains in that decade 
are well worth recalling. Total expenditures for residential 
construction by 1928 attained a level almost three and one- 
half times the best levels we had known before 1918. Pro- 
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ducers’ expenditures for plant and equipment in 1923 were 
more than two times such expenditures in 1916, which was 
the year for most fabulous business profits prior to 1918. 
Expenditures of consumers for durable goods more than 
doubled by 1923 in comparison with 1918 or any other 
earlier year. 

As a result of this quick revival starting in 1922 the banks 
of the United States expanded loans to finance this very 
largely increased business. That loan expansion by the 
banking system provided industry with funds in that short 
period in which business established the strong earning power 
which soon permitted a great revival of the capital markets. 
As a result of this loan expansion and rapidly increased 
flotation of private capital securities, the problem of man- 
agement of the government debt was rapidly solved. In 
fact, from the peak of government debt reached immediately 
after 1918, a total of 26 billion dollars, government debt was 
reduced to a level of 16 billion dollars by 1930. It was the 
expansion of the 1920’s by the banking system that pro- 
vided an enlarged income base for Federal taxation that, 
even despite considerably lower tax rates, made possible 
not only full service at relatively high interest rates on: the 
government debt but also made possible a substantial retire- 
ment in the total of that debt. From pre-war-years the size 
of the Federal budget was tripled. 

It is well to remind ourselves of these records through 
and after the first World War. Out of that short period 
in our economic history we as a nation have learned a great 
deal. From it we can indeed learn a great deal more to 
assist us in achieving a more orderly transition after the 
present World War from a war production economy 
through reconversion to high levels of output for the civilian 
economy after the present war. 


Economic DEVELOPMENTS DURING THE PRESENT W AR 


About a year ago Honorable Wayne C. Taylor, Under- 
secretary of Commerce, described the condition that would 
develop during the present war as one of “half boom and 
half depression.” On the side of boom he discerned a con- 
tinuing rise in the national monetary income throughout the 
war. This rise in incomes comes about because during the 
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war our government has work for every person in the United 
States who can work. Moreover, we all know well that our 
government will find the means to pay our people for the 
work it has for them to do. ‘Thus as a result of the defense 
and war production programs, we have seen the national 
income rise from 77 billion dollars in 1940 to 95 billion dol- 
lare in 1941, to 117 billion dollars in 1942, and recently the 
Department of Commerce estimated that the national in- 
come will further increase to 135 billion dollars for 1943. 

In the condition of half boom, half depression during the 
present war the depression half is found in the fact that 
from high levels of production of goods for consumers that 
prevailed in 1941 we are now experiencing a decline in the 
amounts of goods available to consumers. This decline 
will continue sharply in 1948 and, in fact, perhaps until 
the war is ended. Some of these declines are better under- 
stood when we consider that the production of private resi- 
dential housing will have fallen from more than 8 billion 
dollars annually before the war to perhaps less than one- 
half a billion dollars during the war years. The production 
of all consumers’ durable goods will have fallen from more 
than 10 billion dollars before Pearl Harbor to less than 4 
billion dollars. 'Thus we observe that consumers, who are 
enjoving the largest monetary national income they have 
ever enjoyed, are facing shrinkages in the goods available 
for their purchase. In what ways can these powerful forces 
of high level wartime incomes and the shortages of goods 
consumers may buy during the war be used to bring about 
a rapid revival after the war when we again shall be able 
= engage in production for welfare instead of for war- 

are? ! 


Factors FAVORABLE TO BusINEss AFTER THE WAR 


1. Purchasing Power—The first favorable factor for 
business after the war is found to be the high level of the 
national income that will prevail certainly until the war is 
ended, and in fact until war expenditures no longer dominate 
the economy in the immediate post-war year. A reasonably 
high level of national income and reasonably full employ- 
ment, that can be had if we maintain a high income level, 
should constitute our objective for the years after the war. 
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The very high level of income itself that will continue until 
war expenditures are tapered off is the most powerful force 
for post-war recovery. 

This is so because consumers in the United States have 
not been able to use the high level incomes they have been 
receiving to purchase goods they want and could pay for 
with these incomes during the war. In fact, in 1941, we 
had a preview of the struggle of consumers to lift their con- 
sumption to levels that could be called appropriate to the 
levels of incomes they were then receiving. When the war 
is ended and goods can be made available to them again 
we can be fairly sure that they will want to use the high 
incomes they will be receiving to make good what is generally 
referred to as wartime starvation of consumers—a starva- 
tion that was most necessary in all durable goods production 
in order that maximum resorces of men, machines and raw 
materials could be diverted to producing engines of destruc- 
tion. 

In addition, our consumers are accumulating very sub- 
stantial amounts of savings during the years of the war. Three 
years ago in 1940 consumers’ savings, as calculated by the 
Department of Commerce, were slightly more than 7 bil- 
lion dollars; two years ago, in 1941, they were 12 billion 
dollars; and last year, 1942, they were not less than 26 bil- 
lion dollars. A large part of these savings are represented 
by purchases of government bonds, by increased bank de- 
posits held idle or as savings, and by substantial debt retire- 
ment. In fact, it has been estimated that by the end of 
the present year there will be in reasonably liquid form no 
less than 82 billion dollars of savings that should be avail- 
able to buy goods when the war is ended. In addition, con- 
sumers—not to mention business men and farmers—will be 
far more debt-free and thereby in a credit position to borrow 
after the war. 

2. Demand for Goods—The demand for goods by con- 
sumers will be extremely high after the war because the 
level of purchases,.if high levels for the national income can 
be maintained, will be higher than any that have been known 
in the past, not excluding 1941 or 1929. In fact, if a net 
national income of from 110-120 billion dollars (this in- 
volves a greater gross national production) can be main- 
tained, the takings by consumers of all kinds of goods, dur- 
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able and non-durable, the requirements of producers’ goods, 
and the requirements of both producers and consumers for 
construction and housing, and the demand for export and 
replenishing working inventories of civilian goods all give 
excellent promise of being reasonably adequate to close a 
new kind of gap. ‘That new gap is the one that will come 
when war expenditures are ended as a major factor in the 
economy. Not only this, but immense deferred demands 
will have been accumulated—demands which consumers can 
make effective with the savings they will have accumulated 
during the war and which have been reviewed above. In 
a recent article (Harvard Business Review, Autumn, 1942), . 
Professor Sumner H. Slichter estimated that by June 30, 
1944, deferred demand, calculated by methods that are con- 
servative enough so that they may be said to yield underesti- 
mates rather than overestimates, would be no less than 25 
billion dollars. Here indeed is a powerful force for recon- 
verting our economy from high-level production for total 
war to high-level full employment production for peace. 
Can we realize upon these favorable factors of a huge de- 
ferred demand and, unlike the situation in 1982-1933, a de- 
ferred demand that can be effective market demand because 
of the strong, not weak, financial position of buyers? 


THE PROBLEMS OF THE TRANSITION PERIOD 


Because industrial conversion to war production will 
have been so widespread by the end of the war, there is 
to be recognized the danger that incomes and confidence will 
decline during the period of reconversion. Every possible ‘ 
method to avoid such a decline must be explored in order 
that the immense strategic advantage of a high-level national 
income may be preserved through this conversion period. 
Here can be suggested careful inquiry into the remedial 
or income-supporting ways in which war expenditures can 
be tapered off so that their decline will be at a rate reasonably 
in accord with the rate at which private production can take 
hold. In addition an improved social security—a Beveridge 
program for the United States soon to be proposed—can 
assist in maintaining incomes. Other devices such as dis- 
Missal wages ‘being accumulated for wartime temporary , 
workers by some companies, perhaps final furloughs with 
pay for members of the armed forces, and educatioal bonuses 
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suggest themselves as further devices to achieve the fluidity 
both in income and in labor that we shall need in our economy 
while we are converting from war to peace. In contrast a 
fixed public works program would inject an element of 
rigidity when it is fluidity that will be needed. The rigidity 
exists in the dedication of labor to a public works program 
that might result in an insistence upon further public works. 
Moreover, it is then that we shall want automobiles to drive 
on such roads as we have rather than more roads without 
enough automobiles to use. 


THE CHALLENGE TO FINANCE 


In light of the traditions of financing industry during 
the half century of peace from 1865 to 1915, banking in 
the first World War did accomplish even a large amount 
of wartime financing of business irrespective of whether 
business was producing for war or civilian account. In the 
present war, to be sure, the financing of a great deal of pro- 
duction is being accomplished under governmental arrange- 
ments. Banking and finance, however, are achieving a most 
laudable record in assisting the government and thereby 
earning for themselves a position of leadership. In the 
post-war period, in view of the excellent prospects for levels 
for civilian bonuses and output that bid fair to be consider- 
ably higher than any known in the past, banking and finance 
are faced with a challenge to meet which it is most important 
that they shall be fully prepared to understand in advance. 

Banking and finance generally should now attempt 
to measure and judge with great care the immense role they 
can play immediately upon conclusion of the war to finance 
business in reconversion and in producing the high post-war 
output that can be expected. The quickness with which 
banking again takes over these functions will preserve for 
banking the great place it will have again established during 
the war and will assure the restoration of the free economic 
system which is one of the objectives of the present struggle 
in which we are engaged. Finally, while this job is being 
done we must all inquire further to find those ways in which 
in the long run of peace we can maintain high incomes, full 
employment and the kind of America we want—one that 
will not be afflicted with a repetition of what happened 
from 1929 to 1933. 
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Every BANK has available for in- 


vestment its own funds and the funds 
of its depositors. The great problem of 
banking is to invest these funds so as to 
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quate and consistent net profits. The 
problem for each bank is to adopt a 
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Investment 


@ 
and Finance 
Epirep sy OSCAR LASDON 


STOCK MARKET CONTROL 


~ TAFF members of the Trading and Exchange Division 
of the SEC have submitted a report outlining restric- 

tive measures which might be adopted by the Commis- 
sion in the event that the stock market exhibited 1929 symp- 
toms. 

Basis for concern is evident. First, excessive specula- 
tion might focus public attention on the securities markets 
and thus impede the sale of War Bonds to investors. 
Secondly, excessive speculation might also lead to a subse- 
quent collapse in share prices, with adverse effects upon our 
economy. 

There is growing realization that the expanding national 
income, the inability of consumer goods and War Bonds 
to take up the expansion in bank deposits, provide the back- 
ground for an inflationary boom. 

However, public discussion of the reasons for restricting 
security purchases only serves to attract people to equities. 
Human nature is so constituted that, if people are told 
they will not be able to do something in the future, they will 
generally want to do just that thing. The “noble experi- 
ment” of prohibition affords an outstanding example in this 
connection. 

Five principal measures were outlined in the report as 
possible steps which might be taken in the event of the 
danger of an inflationary boom. 

1. Raising of margin requirements to 100 per cent. The 
Board of Governors of the Federal Reserve System already 
has this power. 

2. Security purchasers might be required to buy an 
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amount of “blocked’’ non-transferable Government bonds 
equal to or even in excess of stock purchases. 

8. Imposition of a special tax on capital gains. Such a 
tax would apply not only to gains on purchases after a 
given date, but also to realized appreciation on existing 
holdings after that date. 

4. The stock exchanges might be closed. 

5. Higher corporate taxes might be levied, a curb on 
corporate dividends might be imposed, and there might be 
additional taxes on individual income received as dividends. 


The SEC notes that the American people saved more 
money in the final quarter of 1942 than ever before. Ina 
recent survey, it characterized these bank balances as “rela- 
tively unstable accumulations of funds” and noted that they 
might, at any time, be diverted into consumption and other 
channels. It was also remarked that if they continued to 
grow at the present rate, the control of inflationary ten- 
dencies would become increasingly difficult. 

Liquid savings for the year 1942 totaled $28,900,000,000, 
an all-time high. 


War Bond Ruling 


A recent opinion by an Erie (N. Y.) county surrogate 
has raised considerable furore in Government circles. 

In the case at issue, the death of the purchaser of a War 
Bond led to-the following result. In spite of the fact that 
the deceased’s brother had been designated as the beneficiary 
on the bond, the surrogate held that the bond was the prop- 
erty of the estate. 

This conclusion led to the intervention of the United 
States Attorney’s office, which is seeking a reversal of the 
ruling. 

The surrogate is being asked to reconsider the matter 
and rule that the Government’s statute and regulations (un- 
der which bond purchasers name themselves and others as 
co-owners or beneficiaries) are controlling. 

_ It is estimated that 90 per cent of the bonds outstand- 
ing bear the names of co-owners or beneficiaries. It is 
maintained that these are evidences of contractual relation- 
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ship between the Government, the purchaser and a third 
person. ; 

U. S. Attorney George L. Grobe has pointed out that 
the enforceability of these contracts “‘is vital to the saleability 
of such bonds and to the ability of the United States to bor- 
row money on favorable terms. 

“Unless such bonds are enforced uniformly in accordance 
with the tenor of the bonds themselves (and the law govern- 
ing co-owners and beneficiaries), the administration of their 
sale and payment will be rendered chaotic, not only as res- 
pect to bonds heretofore issued, but also as to future sales.” 

Failure in this direction, observed Mr. Grobe, “will 
greatly interfere with and restrict the future sale of bonds, 
reduce the receipts of the United States and have a serious, 
adverse effect on the national interests.” 

The surrogate recognized the conflict between Federal 
regulations and State laws but felt that the solution lay in 
the passage of State legislation permitting a bond pur- 
chaser to transfer his interest to a secondary beneficiary upon 
death. His decision followed a State Supreme Court rul- 
ing, as well as a decision of the highest tribunal of the State 
of Washington which directed that the disposition of War 
Bonds must follow State law. 

The New York decision held, in effect, that such trans- 
fer of a War Bond was a testamentary disposition and 
could only be made by a will in accordance with State law. 
In the instant case, the deceased left no will. 

The final outcome of this case will involve some 40 mil- 
lion individual owners of bonds and $20 billion of U. S. 
War Bonds. 


National Debt 


Gravest issue of present-day national policy is presented 
by the enormous increase in the Federal debt. Speaking 
before the Economics Club at New York, Harold G. Moul- 
ton, president of the Brookings Institution, noted that we 
are confronted with the phenomenon of fundamentally 
divergent conceptions as to its significance. 

One group, according to Dr. Moulton, views the increase 
of the public debt in terms of easy optimism. This school of 


THE BANKERS MAGAZINE for Mareh? 





thought believes that the heavy debt will present no diffi- 
culty because the large expansion in national income, which 
the public expenditures produce, will automatically balance 
the budget. It is also maintained that a domestic public 
debt presents no difficulties “because what goes out one 
pocket comes in another; it is just a matter of bookkeeping.” 
Proponents of the latter view are of the opinion that a 
“balanced budget” is an antedeluvian idea and that it bars 
the way to economic progress. 

This is a primary issue which cannot be shunted aside. 
It is an issue of practical concern rather than of academic 
interest. And until it is settled, Dr. Moulton observes, 
no unified plans for the post-war world can be formulated. 

. On one hand, we are apt to find the spending agencies, 
which are thoroughly imbued with the new philosophy, press- 
ing for continual increases in appropriations with which we 
can spend our way into prosperity. And on the other side 
of the picture, the Treasury will strive for ways and means 
of raising higher revenues with which to balance the budget, 
restrict the increase in the debt, and preserve Government 
credit. 

The national income, Dr. Moulton remarked, has risen 

from $71 billion to $117 billion, but this expansion has not 
balanced the budget. And not only has the national income 
not kept pace with the increase in deficits, but the higher 
the national income has gone, the greater have been the 
deficits. 
Deficit financing, asserted Dr. Moulton, can only be 
Justified as a temporary expedient—as a means of stimulat- 
ing the private econnomy to a point where a simultaneous cur- 
tailment of expenditures and increase of tax revenues will 
restore equilibrium. 


e 
Inflation 


- One of the clearest summaries of inflation, its causes, 
and effects is presented in the annual report of the Atlas 
Corporation, one of the country’s leading investment trust 
companies. 

The report points out that factors tending towards in- 
flation are again at work in this country and have been for 
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some time past. However, it is also noted that such forces 
may be checked and controlled sufficiently so that the in- 
flationary effects of the last war may be largely avoided— 
despite the fact that our national war effort at the time of 
World War I was less prominent in relation to our economy _ 
than the present “all out” effort. 

“Inflation,” it is observed, “has to do with money and 
prices of things available for purchase. Money is purely 
a medium of exchange and has no particular value apart 
from the things that it will buy now or in the future. 

“The value of money, as represented by the quantity of 
goods or services it will obtain, is expressed in prices. ‘The 
unit of money, which is one dollar, remains the same but — 
prices for things fluctuate . . . 

“As long as money (representing buying power) and 
the quantity of goods available for purchase remain in nor- 
mal relation to each other, a stable price level results. If 
either half of the relationship gets out of normal balance 
with the other we have a change in price levels. 

“If the goods and services available at a given price ex- 
ceed the ability of consumers to purchase them, prices drop 
and we have deflation. Inflation exists when prices rise 
because there is too much spending power in the hands of 
the people for the volume of goods and services available 
for purchase.” 

The report explains how the Government has _ been 
fighting inflation. Meeting the problem either calls for in- 
creasing civilian goods or reducing the supply of spendable 
money. And as the former alternative has not been pos- 
sible, the Government has tackled the spendable money end 
of the equation. 

To the extent that people save their excess purchasing 
power, it loses its present inflationary influenee. To the 
extent that this excess purchasing power is tapped in taxes, 
it ceases to become available for private spending. 

We are told that 1943 savings should roughly total over 
$43 billion under existing tax laws. “The Government,” 
it is remarked, “believing it would not be safe to assume 
that the people will save these $43.5 billions through pur 
chase of war bonds or otherwise, proposes to make sure that 
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a large part of this money will, in any event, be sterilized 
so far as pressure on goods and prices is concerned. 

“It is proposed to take part of this excess in increased 
taxes and a part of the remainder in forced savings, that is 
to say, it will take it as a tax but return it after the war in 
certain instalments. 

“Such a program, if carried out completely and vigor- 
ously to cover all the savings would prevent inflation. The 
people would not have any money to spend over and above 
what there is available to buy. 

“And in return for the resulting spartan existence with 
all its hardships, there might be offered a sound economy 
when peace comes. 

“But there is no proposal to take all this excess spend- 
ing power in taxes and forced savings; and no assurance 
that the remainder not so taken will go into War Bonds or 
other forms of savings so that it will not be offered competi- 
tively for goods. 

“Also, absolute controls are very difficult under our 
democratic form of government. The industrial laborer 
does not want inflation, but he wants a higher wage. The 
farmer does not want inflation, but he wants higher prices 
for his product. The business man does not want inflation, 
but he wants to make more profits. 

“And so the pressure groups develop, and the proposals 
to control inflation lead to a series of compromises and less 
than completely ‘all out’ measures. The net result is that 
price increases are slowed down to a walk rather than a run. 

“In this connection, the measure to be adopted by the 
new Congress with respect to taxation and forced savings 
will have outstanding indicative importance, as well as the 
eoordinating and supplementing steps taken by Economic 

_ Administrator Byrnes.” 
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IN 


WASHINGTON 


Excerpts from Washington Banktrends Weekly 


Review, Washington, D. C. 


INVESTIGATION OF FARM CREDIT: There is a fair possi- 
bility that an investigation will be undertaken. 
Senators have the best machinery for accomplishing 
this. Senator Byrd has promised to "look into the 
Situation." Senators Butler and Wherry (R.), Nebr., 
have been stirred by protests received over farm 
credit socialization. The latter has sent a letter 
asking Sec. Wickard to "explain" the reason for 
setting up the RACC. He will follow this up with 
introduction of a resolution calling for an investi- 
gation. Referred to the Byrd Committee, there could 
be definite action. Wherry has two proposals: 

1. Require that borrowers from the Farm Credit agen- 
cies be required to show that they are unable to 
secure loans, at reasonable rates, from private 
lenders; and 2. That study be given to underwriting, 
or guaranteeing, bank loans made to farmers, after 
the general pattern of FHA. This would eliminate 
the RACC, PCA, FSA, except perhaps as to setting 
standards on crop loans. 


PROTESTS: There is no doubt that the reviving of the 
RACC, as announced January 23, brought vigorous 


protests from many states. The statement of the . 


ABA on credit socialization aided—for some bankers 
hesitated to follow the lead of the Independents, 
although in sympathy with their efforts. They 
wanted the big organization to act. Letters, tele- 
grams have reached many members of Congress and 
Departmental heads—including the White House. The 
timing, although wholly unplanned, favored action. 
DuBois for the IBA sent pointed telegrams and let- 
ters and requests for information on the "need" for 
the RACC. All of this became effective when coupled 
with insurgent feeling of many new Representatives 
and Senators. 
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INVESTIGATION ASSURED: Senators Wherry and Byrd, 
Republican and “Democrat, made good their initial 
promises, and a broad investigation of the need for 
the RACC is ahead, to determine "whether consolida- 
tion" of all Government lending agencies, “or the 
correlation of the functions of such agencies with 
the services of private lending agencies, would 
result in the conservation of public monies and 
release manpower and materials to other essential 
activities." The Resolution rehearsed the situation 
now existing, the fact that private funds are avail- 
able. This action of Wherry and Byrd may be fol- 
lowed by action on the House side, later. Or, 

there may be other action such as bills to terminate 
the enabling sections of laws which have been used 
to launch these subsidized agencies. 


INVESTIGATION SUPPORT: Senator Wherry's bold action, 
courageous in the light of unwillingness of other 
legislators to come to the aid of money lenders, has 
been properly supported by letters and telegrams. 
The American Bankers Association has moved promptly, 
holding conferences with both Senators over requests 
for chapter and verse cases that can be presented. 
Final strategy may lead to some form of "Reg. V" 
type of lending to produce food-for-war, such as now 
operates successfully in the industrial war program. 
This phase is being explored. The tacit ‘support of 
organized farm groups seems assured. 


HOUSE INTEREST IN SUBSIDIZED FARM CREDIT: While 
initial action is indicated in the Senate, House 
members are also hearing from their constituents. 
Letters have even been inserted in the Congressional 
Record, and read aloud to the House telling of 
banker dilemma—competing with the Farm Credit agen- 
cies while selling War Bonds at no cost to the Gov- 
ernment and operating Ration Banking. And this time 
no one rose to damn the bankers! The trend is run- 
ning against -more government in the business of — 
lending. 


BANKER STRENGTH AND WEAKNESS: While there is an 
initial trend favorable to Ba: Banking that can un- 
doubtedly be encouraged, there are also aspects of 
the investigation that may cause banks some loss of 
Support. For example, high interest rates on farm 
loans may be attacked when found. It may be 
charged that opposition to government lending is 
unpatriotic and is making harder the growing of food 
for war needs. On the other hand, bankers have 
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great potential strength in emphasizing that they 
cannot be expected to continue to sell war bonds for 
the Treasury while the Department of Agriculture 
drives them out of business. This fact is being 
told the Treasury and the Bureau of the Budget. 
First reactions are encouraging. 


WHAT THE RACC CAN DO: While the official release, 
designed for the public, said that "this is not a 
substitute for other sources of credit, nor is it 
intended to compete with other lenders,” the offi- 
cial "Financing Bulletin," sent only to Farm Credit 
offices, makes clear that the RACC can make praecti- 
cally any_kind of loan that can me made, under terms 
and conditions that no private bank could meet. 
Farm Credit speakers are reportedly promising "no 
recourse" loans. The regulations for RACC loans 
show that County War Board's will direct the pro- 
gram, thereby emphasizing the political aspects. 
PCA officials are to act as local representatives, 
and serve as custodians of notes. Farm Security to 
supervise. Loans up to $2500 can be closed by local 
War Board chairmen. Loans from $2500 to $7500 will 
be on PCA recommendation. Loans from $25,000 and 
up, will be through RACC headquarters in Kansas City 
—the FCA. Notes can be sold and it is possible 
that the Intermediate Credit Banks will be a part of 
the picture. Practically no collateral necessary 
but first lien on the crops to be produced. Interest 
rates are 5%. There is evidence that the Bureau of 
the Budget passed on the general aspects of the pro- 
gram which makes it an Administration program. 

There is also evidence that the use of the RACC was 
to circumvent increasing criticism of Farm Security 
and PCA. 


PUBLIC DEBT AND BANKS: Identical bills in House and 
Senate provide for increase to $210 billions. These 
bills also include provisions under which Treasury 
Secretary can issue regulations authorizing payments 
in connection with savings Bonds' redemption. fTran- 
sit losses, etc., to be reimbursed by the Treasury 
if banks are not at fault. At closed hearings the 
Treasury said that the reason for this lay in need 
for additional outlets for bond "cashing." Indi- 
cated that depository banks would be used in addi- 
tion to Reserve banks. There is a possibility that 
some provision may be made for paying bank out-of- 
pocket expense for rendering this service under the 
terms of the bill. Treasury not decided. Some coml- 
mittee members said that banks should be reimbursede 
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their ability to detect irregularities. 
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agencies, including FHA, HOLC, RFC, etc. 
ings and Loan League is much interested. 








through. 




















RATION BANKING: From all OPA reports, the inaugura- 
tion of the program on January 27 was made smoothly. 
The OPA praises the banks for their cooperation and, 
on the basis of the Albany, N. Y., area experience, 


In this, 


the OPA is counting heavily on the banking system 
to curtail leaks and black markets which have devel- 
oped. Significantly,OPA officials are now admitting 
that the term "ration banking" was not the best 
choicee They received many protests but felt 

unable to make a change after the term was an- 


TWO ADDITIONAL INVESTIGATIONS: Of importance to all 
financial institutions and their customers is the 
very broad resolution agreed upon by the House for a 
7-member committee to bring in recommendations for 
restraining legislation, if necessary, on practices 
of any or all departments and agencies of the Gov- 
ernment. It has authority to investigate complaints 
that any “action, rule, procedure, regulation, 
order, or directive," is beyond the proper scope of 
an agency, or invades constitutional rights, or in- 


Rep. 


Smith, (Va.), a banker, is expected to be chairman. 

Of greater banker interest is the Butler Resolution, 
which the Byrd Committee will undoubtedly accept, to 
make a "full and complete investigation and study of 
Government agencies which provide loans, advances or 
extensions of credit." This can involve about 40 


The Sav- 
Butler 


authorized securing vast quantity of data, including 
detailed information from the agencies of the Gov- 
ernment involved. It is expected that a special 
Sub-committee will be named to carry the probe 


HOUSING: While the House Banking Committee is asked 
to favorably report a bill to raise FHA insured 
funds for Title VI, from $800 million to $1200 mil- 
lion and extend the time to July 1, 1944, there is 
more than usual criticism over public housing policy 
and competition with private lenders. But of 
greater importance is the gathering strength for 
prompt liquidation of the HOLC, by either cutting 
its appropriation, or directly, under the Dirksen 
Bill, which would require the sale of mortgages to 
associations and banks—the good as well as the bad. 
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THE UNITED KINGDOM 


“At the end of the third full year of war,” says THE 
Bankers MacazineE of London, “the British banking sys- 
tem continues to carry its war-time burden in a manner 
with which it has reason to be proud. The task of the banks 
has increased in severity, as regards services to the public, 
and has to be performed amid increasing difficulties, due 
mainly to the loss of skilled staff, but that service to the 
public has not suffered. 

“Never have the banks failed to provide the cash neces- 
sary for wage payments, to clear the drafts of customers, 
or to provide credit whenever required for the purpose of 
maintaining war production at the hands of Government 
contractors. In addition, they have played a big part in the 
smooth functioning of the Government’s financial machine, 
providing the Treasury with the funds required to meet the 
increasing needs of war to the extent that taxation and 
public subscription to war loans failed to cover the mount- 
ing war-bill. 

“The banks have consistently and successfully made. 
strenuous efforts to encourage the investment of savings 
in Government bonds at the expense of their own deposits, 
thereby contributing in no small measure to the success of 
the principle of ‘continuous borrowing.’ But despite these 
efforts, recourse to ‘bank money’ on the part of the Treasury 
has been necessary in some degree and to the extent that it 
has been necessary the banks have provided it freely, largely 
through the medium of the “Treasury Deposit Receipts, 
the new financial instrument introduced at the end of June, 
1940. . 
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“These Treasury Deposit Receipts enable money to be 
borrowed back from the banks directly, and quickly, as re- 
quired by the needs of the Treasury and with less disturbance 
than arose during the last war through the excessive issue 
of Treasury Bills. 

“Last, but perhaps most important of all, the adherence 
to low money rates has enabled the financing of the war to 
be carried out far more cheaply than was the case twenty- 
five years ago. 

“The lending of money to the Treasury has been offset 
to a moderate extent by contraction of loans to private bor- 
rowers, for loans have fallen. ‘That a fall has occurred at 
all is in fact remarkable, for as is evident from a study of 
the balance sheet of almost any company engaged in ‘work 
of national importance.’ very large loans have been extended 
by the banks to industries of various kinds, notably the air- 
craft industry. ‘Thus the contraction in ordinary commer- 
cial loans for civil industry must have been very great in- 
deed. Had this not been so, the expansion of deposits would 
have been still greater, for the armament industries would 
still have required as much money. 

“Tn looking at the expansion of deposits in the last year, 
therefore, it is desirable to remember that this expansion 
is the result of a balancing of factors, or perhaps, more cor- 
rectly, a want of balance, for it is the amount by which 
money spent by the Government has not gone back to the 
Government. ? 

“In the past twelve months the deposits of the eleven 
member banks of the London Clearing show a rise of rather 
less than 10 per cent, as compared with the corresponding 
figures of a year ago. In the second half of 1941 the rise 
was in excess of 10 per cent, but in the first half of 1942 
the rise was slowed down quite considerably by the intro- 
duction of the Treasury Tax Reserve Certificates, which 
found a ready sale. In the second half of the year, this fac- 
tor appeared by no means to have lost its force for the rise 
in deposits, month by month, as compared with the corres- 
ponding month of the previous year, was seldom in excess 
of 10 per cent. 

“In looking at these figures, showing a rise in total de- 
posits in the second half of 1942 of round about £270,000,000, 
it is necessary to remember that the country’s note circula- 


tion has been steadily expanding and in the same period 
was about £150,000,000 higher than in the same months of 
1941. This increase in circulation, to the extent that it rep- 
resents money hoarded or in the pockets of the people, is a 
sum which rightly should be added to the deposits in any 
estimate of the increase in credit created through Govern- 
ment expenditure, but our picture is limited of course to the 
Clearing Banks whereas the increased note circulation re- 
lates to the whole country, and includes the expansion of note 
circulation of the Scottish banks, covered by Bank of Eng- 
land notes.” 

After noting a rise in Stock Exchange values of £194,- 
512,000 during last year, and of no less than £732,579,000 
as compared with about the commencement of the war the 
London BanKers MaGazInE comments as follows on the 
reasons for this advance: 

“This enormous gain must, of course, be largely attri- 
buted to the fact that for a long time previous to the com- 
mencement of the war stocks had been steadily falling in 
anticipation of the possible event of war, while it must also 
be borne in mind that since the declaration of war Govern- 
ment financial restrictions have all been in favor of a rise 
in existing securities. In the first place, there has been the 
general policy of cheap money. In the second place, there 
has been the ban on practically all new securities, so that 
searcity of stock and cheapness of money have played a 
large part in the general appreciation of market values of 
Stock Exchange securities. In the third place, the cur- 
tailment of ordinary expenditure through the system of 
rationing has increased the volume of money available in one 
form or another for investment. And, finally, the weight 
of taxation, while it may have reduced spending power, has 
been partly responsible for the great rise in variable divi- 
dend stocks owing to the search by the investor either for 
increased income or for capital appreciation.” 
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Current Conditions in Canada 


ISCUSSING conditions in Canada, the Monthly Com- 
mercial Letter of the Canadian Bank of Commerce, 
Toronto, for February, says: 


“Manufacturing increased slightly between December 
and January, a seasonal decline in the processing of food- — 
stuffs being offset by an increase in the textile and clothing 
group and by a recovery in wood products, further wood- 
working factories being engaged on Government orders. 
There is little net change in the iron and steel trades as a 
whole, although the heavy section declined considerably as 
a result of the temporary stoppage of work at primary steel 
plants. There was, however, increased activity in factorie 
not so far affected by a steel shortage. .. . 


“Our wage payroll index rose from 216 (revised) in 
November to 231 in December, all sections of the payroll 
registering increases.” 


In a review of the Canadian economic record for 1942, 
the letter comments on manufacturing as follows: 


“We estimate, on the basis of our index of industrial ac- 
tivity, that manufacturing as a whole in 1942 was on a level 
17 per cent higher than in 1941, and that in the course of the 
last year about 55 per cent of all manufactures went directly 
into the prosecution of the war. The output of war goods 
appears to have increased by at least one-third and that of 
articles for civilian consumption to have declined by at least 
10 per cent. There was no change in the total output of 
foodstuffs, but it is obvious from the near-shortage of many 
processed goods of domestic origin that a considerably larger 
proportion of our products was earmarked for export or 
for the use of the armed forces at home. No great shortage 
of textiles for civilian use was encountered, but it is likely 
that much more than the estimated 11 per cent in output 
has been absorbed by Government requirements. Only 
slight changes are recorded in pulp and paper and in other 
wood products, as well as in the automotive trades, which 
declined last spring when retooling began for full war pro- 
duction but rose later to near their formal level. The other 
iron and steel trades as a whole increased their output by 





about 30 per cent, including several branches of war in- 
dustry which more than doubled their production. Primary 
iron and steel production for the first eleven months of 1942, 
as shown in official monthly reports, recorded an increase — 
of 33 per cent in pig iron and 16 per cent in steel ingots 
and castings over the like month of 1941.” 


Bank oF MONTREAL 


The Business Summary of the Bank of Montreal, dated 
February 23, 1943, comments as follows on current con- 
ditions in Canada: 

“Manufacturing activity continues at high level, with war 
contracts providing its chief basis, and the latest Govern- 
ment return shows a continuance of the upward movement 
in employment which has been in progress without inter- 
ruption since last March. For the month prior to Decem- 
ber 1, there was a gain of 31,527 workers on the payrolls of 
reporting firms. To this advance, which was contra-sea- 
sonal in ¢haracter, the greatest contributors were manufac- 
turing, which absorbed an additional 16,116 persons, and 
logging which absorbed 13,600. The iron and steel indus- 
tries alone absorbed about 12,000 and on December 1 em- 
ployment in the heavy industries accounted for one-third of 
the total number of workers on the payrolls of reporting 
firms, as compared with little more than one-fifth at the cor- 
responding date in 1939. 

“At intervals winter weather of unsual severity has re- 
sulted in some dislocation of communications and other ac- 
tivities and has hampered the distribution of goods, but the 
physical volume of business as a whole has been at a record 
high. Coincident with the increase in war activities, cur- 
tailment of the production of civilian goods is proceeding 
steadily and wholesale and retail merchants now experience 
great difficulty in procuring adequate supplies for the re- 
placement of stocks of certain articles. Nevertheless, retail 
trade continues in great volume and during December, the 
latest month for which data are available, it was 80 per cent 
larger than in November, owing to the special Christmas 
trade, and,6 per cent larger than in December, 1941. 

“An outcome of the strike which occurred in two of the 
largest steel plants last month has been a reorganization of 
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the Government’s machinery for dealing with industrial 
disputes and a reconstitution of the National War Labor 
Board with its personnel reduced to three members. Fol- 
lowing settling of the dispute, operations in the steel industry 
are now approaching full scale, although the effects are still 
being felt in related industries. Measures have been taken 
to alleviate the shortage of labor which was seriously imped- 
ing the output of lumber. The creation of a labor pool of 
some 70,000 men, chiefly farmers, in lumber camps, will 
enable the winter’s cut of lumber to be larger than had been 
hoped for, but it will still fall short of the current demand. 
“The opening of Parliament has brought national war 
costs into clearer perspective, and their magnitude becomes 
increasingly impressive. "The measures whereby the in- 
creases are to be met will be made known in the forthcoming 
Budget which is to be delivered at an early date. .The 
Speech from the Throne reviewed the progress of the war, 
including the now famous Casablanca conference, and em- 
phasized the closeness of relations between Canada and other 
United Nations. Mention was made also of strengthened 
contacts with China, the Soviet Union, the several Govern- 
ments in exile, and with countries in South America, through 
the establishment of diplomatic representation. Plans for 
maintaining the Army, continuing the threefold activities 
of the Air Force, and for expanding the Navy was out- 
lined, and a continued flow of ships, munitions, etc., was 
_ promised. The legislative program included a measure for 
the establishment of a Canadian War Supplies Allocation 
Board and the appointment of parliamentary assistants to 
certain ministers of the Government, with provision for the 
appointment of a parliamentary committee to consider a 
comprehensive national scheme of health insurance. This 
committee has since been appointed. Mention was made 
of an agreement between the Canadian and United States 
agricultural departments for the co-ordination of their ef- 
forts in the production of food for the United Nations. An 
important announcement in regard to taxation was that the 
vernment proposes “the further development of the 
method of payment of the personal income tax in the year 
in which income is received, thus carrying to its logical con- 
clusion the approach made last year to the collection of taxes 
on a current basis.” 
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BOOKS for 
BANKERS 


Brief Reviews 


BANKING AND FINANCE IN CHINA. By Frank M. Tamag- 
na. With a preface by T. V. Soong. New York: 
American Council, Institute of Pacific Relations, 129 
East 52nd Street. 1943. Pp. 400. $4. 


BEHIND the grim military resistance of the Chinese people 
lies the unspectacular but equally important financial mob- 
ilization of the country to meet the emergencies of war. The 
whole question of Chinese wartime banking and financial 
development has been hitherto almost a closed book to west- 
ern readers but is here authoritatively described in a pioneer 
study. 

For all business men, bankers, research workers and of- 
ficials, whether westerners or Chinese, it will remain for 
many years the definitive work in its field. Dr. Tamagna 
has based his study on first hand information and on con- 
tacts with leading Chinese bankers and officials. The author | 
is Foreign Economist of the Federal Reserve Bank of New 
York. 

The book is divided into three parts. Part I takes up 
the historical background and describes banking in China 
before 1927. Chapter heads include: The Native Banks; 
the Foreign Banks; the Modern Banks; the Transition to 
Nationalist China. 

Part II covers the structure of the money markets in 
China from 1927 to 1987. Chapter headings include: The 
Native Money Market; the Foreign Money Market; the 
Modern Money Market; Problems of Banking and Credit 
in 1986-1937. 

Part III covers the wartime developments, describing 
the money markets in China after 1987. Chapter heads in- 
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clude: The Native Money Market; the Foreign Money 
Market; the Modern Money Market; Financial Problems of 
the War Economy and Postwar Reconstruction. 


Napac MANvuAL oF BANK ACCOUNTING, AUDITING AND 
OpeERATIONS. Cleveland, Ohio: National Association of 
Bank Auditors and Comptrollers, 512 Caxton Building, 
1943. Pp. 320. $2.50. 


THIS MANUAL is not “just another book” on bank auditing 
and accounting. It summarizes the best thought and es- 
sential information on the various divisions of bank auditing 
and operating subjects. It has been developed through the 
interchange of ideas by bank auditors and comptrollers in 
our country over a period of two decades. The resulting 
book represents the most valuable part of the knowledge of 
our leading authorities—expertly assembled and classified. 

The purpose behind the manual is to provide an authorita- 
tive guide to more effective and efficient bank accounting, 
auditing and operation. ‘The association for years has felt 
that a need existed for such a manual, and particularly for 
one that would be helpful to the smaller bank. It has kept 
the smaller bank in mind in the preparation of all material. 
In actual use it is felt that the manual will serve as a refer- 
ence book for the experienced banker and as a source of 
information and study for the bank employees. It has been 
in the course of preparation for something over three years, 
though it is currently up to date. Final revisions before 
going to press included changes to meet the requirements of 
the new earnings and dividends reports of the bank super- 
visory agencies, and the amortization of bond premiums for 
tax purposes. 

This book has been published by the National Associa- 
tion of Bank Auditors and Comptrollers to enable bankers 
and accountants to keep pace with the important strides 
made in bank auditing and allied operations these past few 
years. 

Part I of the manual is devoted to basic accounting prin- 
ciples and covers such subjects as: Basic Bank Accounting 
Principles; Essential Bank Records; Assets, Liabilities and 
Capital Accounts; Earnings and Expenses; Cost Analysis; 
Internal Safeguards; Securities Accounting; Fixed Assets 
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and Other Real Estate; Non-Ledger Assets; Reserve Ac- 
couting; Cash and Accrual Accounting; Safe Deposit Oper- 
ation; Safekeeping; Examination by Directors; Basic Insur- 
ance and Surety Bonds; Management Reports; Personnel 
Training. 

Part II is the Audit Section of the manual and is equally 
complete and comprehensive. Its chapters are: Bank Audit- 
ing Procedure; Trust Department Auditing; Auditing in 
Small Banks. 


MontTcomery’s FEeperAL TAxEs ON Estates, TRUSTS AND © 
Girts. By Robert Montgomery. New York: Ronald 
Press. Pp. 769. 1948. $7.50. 


THIs BOOK covers the application of the estate tax, gift tax 
and features of the income tax which are peculiar to estates 
and trusts. It interprets developments resulting from the 
1942 law and from rulings and decisions of the past year 
incident to tax administration and court review of contested 
questions. It also gives the foundation for inclusive long- 
range counsel in planning disposition of estates. | 

Of special interest to trust officers will be the chapter 
on planning the distribution of an estate. 


AFTER THE War. By Maxwell S. Stewart. New York: 
Public Affairs Committee, 30 Rockefeller Plaza. Pp. 
32. 1942. 10 cents. 

A WARNING that quirks our thinking, many of them 

traceable to our frontier tradition, are standing in the way 

of constructive postwar planning, both in the domestic and 
international field, is contained in this pamphlet. 

“While we are devoting our energies to the war, we 
must not neglect the equally grave and perhaps more diffi- 
cult task of preparing for the resonsibility of the peace,” 
concludes the author. “Knowledge that we are doing this 
should speed victory by giving people reason to hope for a 
better world after the war.” 
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THE BANKERS DIGEST 


Advertising and Public 


Relations 
Aviation Exhibit 

The Union Trust Office of the State 
Street Trust Company of Boston has 
opened to the public an unusual col- 
lection of aviation prints, pictures and 
models. Ralph M. Eastman, vice-pres- 
ident, explains the purpose and scope 
of the exhibit as follows: 

“Having done much at our main 
office, at the corner of State and Con- 
gress Streets, Boston, to perpetuate and 
glorify the memory of sailing ships, it 
_ occurred to us that something along 
similar lines devoted to the development 
of the aviation industry might prove 
interesting to our customers and the 
public in general. From the outset, the 
most gratifying codperation and en- 
couragement were forthcoming from a 
few selected airplane manufacturers and 
others to whom we broached the idea. 
The collection we have assembled is 
necessarily limited, due to the space 
available for its exhibition. However, 
it seems to have variation and to portray 
the dramatic development of aerial 
travel in a fairly interesting way. In 
it will be seen models or pictures, or 
both, from such outstanding organiza- 
tions as Lockheed, Boeing, American 
Airlines, United Air Lines, Curtiss- 
Wright, Brewster, Republic North Amer- 
ican, Vought-Sikorsy, Douglas, Beech, 
Western Electric Co., T.W.A., Inc., 
Glenn L. Martin Co., Northeast Airlines, 
Vultee, Fairchild and Kellet Autogiro. 
Also, U. S. Army, Navy and Post Office 
officials (especially P. J. Connelly, 
Assistant Postmaster, Boston) were very 
helpful in connection with special items. 

codperation and advice received 
from W. Nelson Bump, of American 
Airlines, H. Ainsley Highman, of United 
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Air Lines, and A. W. French of T.W.A., 
Inc., were of the greatest assistance and 
encouragement in the planning and de- 
veloping of the collection. 

“Here may be seen colored litho- 
graphs of famous balloons, early planes 
and historic flights; also models of 
planes of various kinds, wood engrav- 
ings of early experimental contraptions 
and colored prints of old and new types 
of machines. Particularly interesting. 
to persons around Boston is the collec- 
tion of photographs of the Harvard- 
Boston Aviation Meet held at Atlantic 
in 1910 when Claude Grahame-White 
won the $10,000 prize offered by the 
Boston Globe for the first successful 
trip from the field around Boston Light 
and return. Many of the most impor- 
tant figures in airplane pioneering of 
the day are portrayed in this series. 
Several of them are still active in the 
industry. A. J. Philpott (who rode with 
Grahame-White in 1910), Lucien H. 
Thayer and others of the Boston Globe 
staff, also James L. Bruce, of the Bos- 
tonian Society, rendered great assistance 
in preparing this part of our exhibit. 
Those interested in philately will find 
a collection of First Flight covers loaned 
to us by A. W. French, and, also, four 
frames displaying air mail stamps of the 
United States and various other nations. 
Many photographs of army and navy 
planes are on view, showing interesting 
contrasts between the warplanes of 
World War I and World War II, as well 
as the improvements in both planes and 
carriers used by the Navy between 1910 
and the present time. There is also a 
display of Navy aircraft squadron insig- 
nia, with explanations, which is interest- 
ing and amusing in spots. Some may 
find, to their surprise, that Massachu- 
setts had airplane factories in the earlier 
days of the industry—in Marblehead, 
Springfield and in Boston where the 
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ASK YOUR EMPLOYER TO SEND 


Your Pay Check 
Directly to the Bank 


FOR DEPOSIT IN YOUR CHECKING ACCOUNT 


Weerevis ete inlet by aking 
your employer to send your salary check to you “c/o The Morris Plan 
e to be depowted automaticaly every payday 


to your account even if you are sack or out of town. The bank mails you 
« recexpt for the exact amount. You can then wnte your own personal 
checks to pay bills, wo send money away, or for the bmount of cash 


as-yougo “Popular” Checking Aceount With » “Popular” 
account. the only cost is $1 for each book of 15 blank checks These is 
serve charge, mo matter how small your balance 


i pahomriansandrar or prap ae drone prs 
checking accounts at this stae wide “Bank for the Individual ” 

your pay check sent directly 10 the bank. Pedi aa pean saad 
affairs this inexpensive. business bhe way 


=> 
THE MORRIS PLAN BANK OF VIRGINIA 


RICHMOND + PETERSSURG - NEWPORT WEWS - ROANOKE - NORFOLK 
memes PeOEwAL OEP OSIT InsuEact COMrosarion 


Have a Checking Account of Your Own 


An appeal to workers to start check- 

ing accounts by having their pay- 

— deposited directly in the 
bank. 


Sturtevant Aeroplane Company activi- 
ties were carried on at plants in Hyde 
Park and Jamaica Plain. In Lowell, too, 
airplanes have been manufactured. 

“It is our hope to improve the col- 
lection as time goes on but it was felt 
that the items we have gathered were of 
sufficient interest to warrant our opening 
the exhibition at this time. The future 
of the aviation industry promises to be 
a magnificient one and we are happy 
to have a small share in helping to 
maintain the interest of our customers 
and others in this comparatively young 
but fast-growing industry.” 


Explaining Service Charges 


The Harvard Trust Company, Cam- 
bridge, Mass., is distributing a little 
leaflet headed—“Why You Pay for 
Bank Service.” It explains that in 1929 
the average American commercial bank 
invested a $100 deposit so as to earn 
$5.55. In 1941 that same $100 deposit 
earns only $1.89. The leaflet then goes 
on to explain: 

“The $5.55 which a $100 deposit 
earned in 1929 covered the cost of the 
many services which banks rendered. 
Now that loans are less than half the 
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total of prior years and rates of interest 
much lower it has become necessary for — 
banks to make a charge for certain 
services. The free service to which you 
became accustomed was paid for by 
the larger accounts of the bank. Now 
you are on a ‘pay your way’ program, 

“The regulations of the Federal Re- 
serve System require that banks be 
reimbursed for any ‘out of pocket ex- 
pense’ incurred in connection with any 
transaction.” 


Wartime Trust Service 


For men in the armed forces and for 
civilians on war duty overseas, the 
trust department of the Security-First 
National Bank of Los Angeles is offer- 
ing a special wartime trust service at 
specially reduced fees contingent upon 
the closing of the trust within six months 
after the service man _ receives his 
discharge. 


The services included are outlined in — 
a folder as follows: 


GENERAL 


1. Safekeeping of your securities in our 
special Trust Department vaults. (Heavily 
reinforced steel and concrete, fireproof and 
protected against burglary. Assets of each 
trust are kept completely separate from 
those of all others). 

2. Furnishing an accurate record of all 
transactions . . tax payments, income, 
principal payments, etc. 

3. Mailing you a complete accounting at 
regular intervals (annually, semi-annually 
or quarterly). 

4. Payment of income (and principal, if 
you want) to beneficiaries regularly. 


SECURITIES 


1. Investing and reinvesting your funds. 
2. Clipping your coupons. 
3. Collecting dividends, royalties, etc. 

4. Maintaining a market check on all your 
investments. 

5. Submission of a written report on each 
security to the Investment Committee (com- 
posed of senior officers) at least once @ 
year. E 
6. Submission of a written report on your. 
entire account (including real property 
loans, cash, etc.) to the Investment Com- 
mittee at least once a year. 
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7. Executing buy and sell orders (through 

independent brokers). 

$. Exercising or selling purchase warrants, 

stock rights, etc. 

9. Following any reorganization, default, 

readjustment, etc. to which your securities 

may become a party. 

10. Filing claims where that is necessary: 
(a) Participating in and voting on pro- 
posed reorganization plans. 

(b) Exchanging securities in accord- 
ance with such plans. 

(c) Where necessary, apportioning se- 
_curities between principal and income. 

ll, Giving your trust account the benefit of 

our special industrial studies, personal 

contacts, information developed through 
correspondents and reviews made by 

Moody’s, Standard’s and Fitch’s investment 

services to which we subscribe. 


REAL ESTATE 
1, Appraising all your property at least 
annually. 
2, Paying all taxes and assessments. 
8. Making necessary repairs to your prop- 
erty. 
4. Collecting rents and crediting them to 
your account. 


5, Listing with brokers and selling any of 
your property if necessary, or on your 
instruction. 


6. Making leases. 
1. Reinvesting sale proceeds. 


TAXES 
We maintain three fully-staffed tax 
divisions. 
1, Paying all real and personal property 
taxes in your trust. 


2. Preparing and paying Fiduciary Income 
Taxes in annuity trusts (both State and 
Federal). 


3. Paying all assessments. 


Refinancing Mortgages 


For those looking for ways to save 
money the Marshall & Ilsley Bank, Mil- 
waukee, Wis., suggests that one good 
Way is to reduce the interest on your 
er by re-financing now. Text 

s: 


“Reduced overhead will help you to 
meet higher living costs—to pay taxes 
a you go—to accumulate money for 
Postwar plans. Shelter, the second 
largest item in most family budgets may 
offer you an opportunity to save. 


We Must Know 
Foreign Languages 


1. To do business with South 
America 

2. To improve relations with 
our Allies 


3. To prepare for peace- 
time reconstruction 


America needs men and women who 
speak Spanish, Portuguese, Russian, 
French, German, Italian, Japanese, 
or Chinese! Master your chosen 
language at Berlitz. 


For 64 years Berlitz has never failed! 


BERLIT SCHOOL OF 


LANGUAGES 
630 Fifth Ave. 

International Bldg., Rockefeller Center 
Brook_yNn 66 Court Street 
AKRON 2302 First Central Tower 
BALTIMORE Baltimore Life Building 
Boston 140 Newbury St. 
CHIcaco 30 North Michigan Avenue 
CLEVELAND Leader Building 
Detroit David Whitney Building 
MINNEAPOLIs . 628 Nicollet Avenue 
NEwarkK 790 Broad St. 
PHILADELPHIA . 226 S. 15th Street 
PITTSBURG Grant Building 
San Francisco 209 Post Street 
WASHINGTON 


9 
Hill Bldg., 17th & Eye Sts. 


“Consult the Marshall & Ilsley Bank 
regarding’ your mortgage. We may be 
able to assist you in reducing interest 
charges. Mortgage refinancing is one 
of our many services.” 


Buying Bonds As-You-Go 


A convenient plan for buying War 
Bonds regularly (and more or less pain- 
lessly) is being offered to its checking 
account customers by the Wells Fargo 
Bank & Union Trust Company, San 
Francisco, Calif. Text of a leaflet de- 
scribing the plan reads: 

“Here is a simple plan that will en- 
able you to purchase War Bonds regu- 
larly, without trouble or loss of time. 

“Just fill out the attached form, then 
mail it to the bank or hand it to any 
officer or teller. 

“War Bonds will be purchased and 
mailed to you. The issue price of each 
bond will be deducted from your Check- 
ing Account each month on the day you 
select. 

“This arrangement may be changed 
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or discontinued at any time you desire. 
There is no charge for this service.” 

The attached form provides for an 
authorization of the bank to purchase a 
given number of Series E War Bonds 
each month for the account of the cus- 
tomer charging the proper amount to 
his checking account. 

Chex 

A recent advertisement of the State- 
Planters Bank & Trust Company, Rich- 
mond, Va., features that bank’s special 
checking account—“Chex.” A_ large 
part of the space is taken up with a 
picture of an attractive young lady 
holding a “chex” book and a fountain 
pen. Text reads: 

“With gas rationing, tire shortage 
and public transportation problems, my 
CHEX account at State-Planters Bank 
is more valuable than ever before. 
CHEX come in convenient books of 15 
and cost only $1.00. They involve no 
monthly service charge and I can keep 
as much or as little as I wish on deposit. 
I pay all my bills by mail and I can 
make deposits by mail, too, if I wish. 
My CHEX account at State-Planters 
Bank is one of the greatest conveniences 
I have and I wouldn’t be without it!” 


To Promote Nurses’ Aides 


In a two-column advertisement in 
local newspapers the East New York 
Savings Bank of Brooklyn is advertising 
“Women Patriots Wanted” in solicita- 
tion of women to train as Red Cross 
nurses’ aides. The bank offers to pay 
for the cost of the necessary physical 
examinations and innoculations and also 
to furnish uniforms for all who qualify. 

The nurses’ aides serve in local hospi- 
tals part-time on a voluntary basis 
while trained nurses are released to go 
to the fighting fronts. 

Declaring that is is an opportunity 
for good women of Brooklyn to serve 
the cause of democracy, the bank notes 
that the “Red Cross will, without charge, 
give an 89-hour course (worth we think, 
at least $100) that will not only make 
the trainees nurses’ aides, but better and 
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more capable women for the rest of 
their lives.” 

The advertisement is signed by Fé 
ward A. Richards, president of the East 
New York Savings Bank. € 


Living on Less 


Some helpful suggestions for a war 
time personal financial program are 
made in a recent advertisement of the 
Morris Plan Bank of Virginia, with 
branches in five Virginia cities including 
Richmond. The heading is “Living on 
Less—and Liking it!” Illustration is a 
drawing of a family group spending a 
contented evening at home. Text reads; 


When the Codins worked out their 19% 
budget, it wasn’t an accident that it came 
out even. It took some real planning, re 
arranging, refinancing, and expense-cutting. 
Now, they are living on less . . . and liking 
it: staying at home more, reading more, 
conserving fuel, seeing more of the children, 
They are happy and proud to be doing their 
bit 

. . by setting up a definite program to 
pay off all outstanding bills and 
obligations. 

. . by saving enough each month to pay 
taxes and insurance premiums as they 
come due. 

. by buying War Bonds with all thats 
left after meeting current living ex- 
penses. 


It wasn’t an accident, either, that for help 
and guidance in setting up a business-like 
budget, the Codins came to “The Bank for 
the Individual.” It was because, for more 
than twenty years, The Morris Plan Bank 
of Virginia has been adding to the useful- 
ness of its services . . . seeking ways and 
means to help its customers do more, 
more, live the best they can under the con- 
ditions they face. It has always had their 
best interests at heart, and they know it. 


Today, more than 100,000 Virginia men 
and women look to this state-wide bank for 
down-to-earth help in their personal affaitt, 
family financial affairs, and business fina 
cial affairs ... for help in that mot 
important of all businesses—the business Of 
living. 

You, too, will find a sincere, friendly 
concern for all of your financial problems 
and plans here at this bank—the bank that 
is alert to your needs, alive to your way of 
life, as an individual. Whether we can serve 
you with a checking account, a savings 
account, a loan to set up your budget on® 
business-like basis, or in some other way 


THE BANKERS MAGAZINE for March, 0B 


: 





BRETRE Fee BR EFEG 


8 


s. 


5 


= 
Ss 


... you are cordially invited to come in. 
Maybe we can help you to live on less—and 
like it. 


FHA Modernization 


“Providing Accommodations for War 
Workers is Patriotic and Helpful” reads 
the heading of a recent advertisement of 
the Valley National Bank with nineteen 
offices in Arizona including Phoenix. 
Text reads: 

“The ‘old woman who lived in a shoe’ 
had her trouble—but, at least, her 
housing problem was well in hand. This 
is more than can be said for Arizona’s 
skyrocketing new population of war 
workers and military personnel. 

“If you can help out in this housing 
shortage—by remodeling your home to 
add an extra room or two, or even a 
small apartment—you will be doing 
your country a great service, and your- 
self a financial favor. 

“You can easily make whatever altera- 
tions are needed with a low-cost FHA 
Modernization Loan from the Valley 
National Bank. Such construction is 
fully approved by the government. Your 
FHA loan covers the cost of both labor 
and materials, and may be repaid con- 
veniently (perhaps with the rent money 
you will receive), in small monthly in- 
stalr.ents over a period of a year. Stop 
in at your first opportunity for complete 
information.” 


Banking Law 
Test Escheat Law 


A suit to test the constitutionality 
of the Kentucky Escheat Law has been 
filed in the Franklin (Kentucky) Cir- 
cuit Court. An Act of the 1893 Legis- 
lature requires each bank doing business 
under any law of Kentucky to publish a 
statement each January showing deposits 
and dividends which have remained un- 
claimed for five years. The law has 
been held to apply to national as well 
as state banks. 

The suit has been filed by three 
national banks, Citizens Union National, 
First National, and Liberty National 


Bank & Trust Co., and seven others, 
Fidelity & Columbia Trust Co., Lincoln 
Bank & Trust Co., Louisville Trust, 
Security Bank, Stockyards Bank and 
United States Trust Co., all of Louisville. 


The banks contend in their petition: 


1. National banks are organized un- 
der the National Banking Act and are 
not doing business “under any law of 
this State” and therefore are not in- 
cluded in provision of the State statute. 

2. The language and requirements of 
the statute “are too indefinite to be en- 
forced as a criminal statute.” 


3. The banks would lay themselves 
open to lawsuits should they make pub- 
lic all of the information called for in the 
statute, since it would be a violation of 
the right of privacy of depositors. 


4. The act requires the banks to pub- 
lish “the time when .. . . the deposit 
was made,” but practically all bank ac- 
counts represent a series of deposits and 
withdrawals and publication of the en- 
tire account would be necessary and 
expensive. 


5. The act requires publication of 
“the name of the person by whom the 
deposit was made” and bank records do 
not show “by whom” deposits are made, 


SAFE DEPOSIT OPERATION 
AND MANAGEMENT 


A Symposium of the Best Methods 
and Policies, written by Specialists 
of Experience and Reputation 
This book is a symposium on the 
best methods and policies employed 
by the best managed safe deposit 
departments. It aims to present, 
first, the historical background of 
the safe deposit department, with 
its development in this and other 
countries; second, the construction 
of safe deposit vaults; third, the 
organization of the department, the 
selection of a manager, and the 
manner in which the vaults should 

be managed. 
Price $2.50 
BANKERS PUBLISHING CO. 
465 Main St. Cambridge, Mass. 
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but only the name of the person “to 
whose credit” the deposits are made. 

6. The act sets up no standard for 
determining just what is an “unclaimed 
deposit.” Many present accounts have 
not been active for more than five years, 
but the depositor is known to the bank, 
and the depositor is not required to 
either make additional deposits or with- 
drawals. 

7. Whether “unclaimed deposits” in- 
clude interest-bearing deposits, demand 
deposits, escrows, trust deposits, etc. 

8. The act is unclear as to what a 
depositor must do to claim his deposit 
and prevent a public disclosure of his 
confidential relations with the bank. 

9. The act was first passed in 1893 
and never has been enforced, and fur- 
ther, no penalties are provided under 
this act. 


Banks and the War 
Bank Civilian Defense Unit 


If ever bombs come bursting in the 
vicinity of Phoneix, Arizona, the Valley 
National Bank Building intends to be 
prepared for them. The 11-story build- 
ing which houses the home office of the 
statewide Valley Bank system now has 
one of the most complete Civilian De- 
fense units in the Southwest. An out- 
standing feature of the unit is an air 
raid portable fire truck. This handy 
little vehicle, painted ivory, and carry- 
ing a variety of gadgets for fire-fighting 
and first-aid, is equipped for use by a 
six-man squad. 


Bank Staff Blood Donation 


A group of over 120 men and women 
members of the staff of Citizens National 
Trust & Savings Bank of Los Angeles, 
Calif., headed by L. O. Ivey, execu- 
tive vice-president, celebrated Lincoln’s 
Birthday by visiting the Red Cross Blood 
Bank and donating their blood. Desig- 
nated as Citizens National Bank Day at 
the Blood Bank, the donors were put 
through in groups starting at 8:00 a.m. 
at intervals of 20 minutes. 
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Primer of Industrial Scrap 


Bankers interested in sponsoring the 
utilization and collection of industrial 
scrap in their community will find 4 
valuable guide in the “Primer of Indus. 
trial Scrap” which is available for free 
distribution by the Business Press In 
dustrial Scrap Committee, Room 
Empire State Building, New York, N.Y, 

The booklet is designed for the fur 
ther education of industry in its efforts 
to back up the war program by the segre- 
gation and sale of manufactured and 
dormant scrap. Industry must not only 
furnish the sinews of war in planes, 
guns, tanks and ships, but it must also 
increase the flow of one of our most 
essential raw materials—scrap. 


Discourage Coin-Hoarding 


The United States mints, says the 
Bulletin of the Idaho Bankers Associa- 
tion, are working day and night turning 
out minor coins and still are unable to 
keep up with the demand. The mints 
are cutting down coinage of pennies to 
save copper which adds further gravity 
to the situation. The nickel has been 
re-designed to save nickel, silver and 
copper being substituted and other ways 
are being explored to save consumption 
of critical metals in minor coinage. 

It is of the utmost importance that 
banks urge their customers not to h 
coins in their pockets, “piggie banks” 
or cash drawers. 


Savings Banks and War Bonds 


Mutual savings banks of the United 
States have distributed to the Americat 
public three-quarters of a billion dob 
lars of War Savings Bonds. Their policy 
of urging the purchase of War Savings 
Bonds to the limit, then of saving 
still further saving as an antidote 
the high cost of living, also has res 
in mutual savings deposits going ah 
by $131,278,410 in 1942 to the all-time 
peak of $10,620,957,953. New invest 
ment by the banks for their own accoullt 
in regular issues of Government 
ties, approximating $725,000,000, wa 
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five and a half times the gain in deposits 
last year. 

“This stability of mutual savings ac- 
counts is a further assurance of our 
capacity to finance the war by voluntary 
loans,” said Levi P. Smith, president of 
the National Association of Mutual 
Savings Banks and president of the 
Burlington (Vt.) Savings Bank. “Most 
significant is this proof that the public 
have grasped the economic realities of 
the present and are able to save and 
save, and then save. 


“America has just demonstrated its 
ability to absorb $12,000,000,000 of 
Victory Loan Government Bonds within 
a single month. This is evidence that 
we have a sound underlying economy 
as well as comprehension of the eco- 
nomic realities by the great masses of 
our citizens.” 


Assets of mutual savings banks rose 
from $11,794,289,030 at the beginning 
of 1942 to $11,950,577,506 at the end 
of the year, an increase of $156,288,- 
476. Mutual accounts declined from 
15,738,907 to 15,294,143. This decrease 
of 444,764 was primarily due to efforts 
to sell war bonds to small purchasers. 
For similar reasons there was a decline 
in school savings accounts. However, 
numerous Victory Clubs and special 
payroll savings plans for the purchase 
of War Savings Bonds were initiated by 
the banks during the year. 


Changes 
Changes Name 


As of February 1 the Geo. D. Harter 
Bank of Canton, Ohio, changed its 
corporate name to The Harter Bank & 
Trust Company. This step has been 
taken in recognition of the increased 
importance of its trust department which 
was founded tweny-one years ago. The 

will continue to operate under its 
charter from the State of Ohio with 
membership in the Federal Reserve Sys- 
tem and the Federal Deposit Insurance 
Corporation. 


Consumer Credit 


Discount ‘vs. Interest 


In making an amortized consumer 
loan what is the fairest method of 
stating the charges—interest per month 
or the discount method? The view-point 
of the finance companies of Wisconsin 
is stated in an article in Mid-Western 
Banker for February by J. L. Jeger who 
is executive vice-president and general 
counsel of the Wisconsin Association of 
Finance Companies. Mr. Jeger in his 
article says in part: 

“Since the rate of interest, which;for 
so many years, in the case of unamor- 
tized loans, has been the quick, easy 
and accurate measuring stick in de- 
termining both the cost and its: relative 
reasonableness, utterly fails not only to 
serve those two purposes in the case of 
amortized loans but in addition is con- 
fusing, if not deceptive to the borrower, 
some other method, in fairness and hon- 
esty, must be used which will quickly 
tell the borrower what the loan will 
cost him and easily permit him to make 
comparisons. ... 

“The method used by consumer credit 
lending agencies, prior to the advent of 
small loan companies, and still used by 
those lending agencies who are not 
under the wings of small loan laws, is 
the discount plan which quickly and 
with certainty tells the borrower his 
cost in dollars and cents and easily per- 
mits him to make comparisons. 

“Ten per cent per annum discount on 
a $300.00 loan for twelve months, im- 
mediately means a $30.00 cost, deducted 
in advance, or $30.00 on $270.00 ad- 
vanced. It is exceedingly simple and 
most easily computed and understood. 
But the borrower wants a $300.00 ad- 
vance? Since the amount advanced is 
90 per cent of the amount loaned, it 
takes but a moment of calculation to 
learn that $333.33 must be borrowed 
to secure an advance of $300.00, and to 
know that the cost of the $333.33 loan 
on which $300.00 will be advanced, is 
$33.33. 

“How simple and understandable this 
is compared to. ‘telling the customer 
that his $300.00 loan for a year will 
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cost him 2} per cent per month on 
the first $100.00, 2 per cent per month 
on the second $100.00, and 1 per cent 
per month on the third $100.00. What 
possible conception of cost can he get 
from such a statement? How can he 
tell that, at this latter rate, his loan 
(and we refer to a monthly amortized 
loan) will cost him $42.84, or about 30 
per cent more than his $33.33 cost under 
a 10 per cent discount plan?” 


X per cent per Month Bill 


Wisconsin bankers are opposed to the 
“X per cent per Month” instalment 
loan bill which is being sponsored in 
the state legislature by Robert K. Henry, 
a member of the State Banking Com- 
mission. At the annual mid-winter meet- 
ing of the Wisconsin Bankers Associa- 
tion President Gerald O. Thorpe stated 
the association’s position as follows: 

“I want to review briefly some of the 
dangers lurking in the ‘X per cent per 
month, instalment loan bill which Mr. 
Robert K. Henry, a member of the State 
Banking Commission, is promoting at 
the current session of our State Legis- 
lature. 

“You also know that ‘X per cent per 
month’ bill is the type of legislation 
aggressively promoted by a large out- 
of-state corporation operating a chain 
of personal loan offices in Wisconsin. 
So it’s only natural to assume that this 
type of legislation is designed to hamper 
banks and thus gain competitive advan- 
tages for high rate loan companies. 

“You are familiar with the many 
technical objections to this: bill. You 
know that it would require banks to use 
the cumbersome and costly ‘X per cent 
per month’ method of figuring and 
quoting charges on instalment loans. As 
a result, this bill would needlessly com- 
plicate bank lending operations—and 
would therefore increase bank loan 
charges at the expense of the borrowing 
public. 

“The proposed legislation is not con- 
fined to Wisconsin, but is a national 
issue as indicated from the following 
comments by other state banker asso- 
ciations: 

“Two years ago some pressure was 
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made in this state to get this bill, org 
very similar one, introduced in the legis. 
lature. We succeeded, however, in keep. 
ing it off the docket. This year again 
there seems to be an effort on foot to 
get it before the legislature. We do not 
know of any local people who are for it 
but we are keeping on the alert to see 
if such a bill is actually presented. 
Naturally we are against any legislation 
that would be detrimental to our Banks” 

“ ‘Tf possible, prevent the passage of 
such a bill in your state.’ 

““*We are watching it here and are 
hoping that it will not be introduced. If 
it is, we will undertake to kill it. The 
rate they provide in their bill is higher 
than commercal banks charge, even 
though figured on a different basis.’ 

“*We hope sincerely that the bankers 
of Wisconsin will not have this type of 
gratuitous assistance forced on them. 
We believe that financial assistance to 
small borrowers is a perfectly proper 
function for a cemmercial bank; that 
our banks have operated fairly and 
squarely in this field for the benefit of 
the borrowers and that it is much more 
desirable for the borrowers to get their 
accommodations from a bank with the 
full and complete foreknowledge of the 
cost of the loan and the terms of repay 
ment, rather than have them led on and 
on interminably with an interest-bearing 
debt which the lender does not want 
repaid. Secondly, such a plan as con- 
templated in this proposed law would 
unquestionably be detrimental to the 
interests of our farmer borrowers 3% 
many of them, borrowing for seasonal 
needs, never borrow in excess of $1,000 
anu quite frequently on a schedule of 
periodic repayments. May we expres 
our sincere hope that the members of 
your General Assembly will relieve the 
banks, by the defeat of the bill, of the 
odium which unquestionably would 
follow.’ 


“ ‘Our association is strongly opposed 
to the passage of any such bill in this 
state. Our legislature opens Januaty 
11th and should anything of this typ® 
appear be sure we will oppose it.’ 

“Getting back to the problem in Wit 
consin, I am glad to tell you that from 


THE BANKERS MAGAZINE for March, 08 





reports received we believe members of 
our legislature are interested in protect- 
ing the public against the danger of this 
‘X per cent per month’ instalment loan 
bill. We believe they are favorable to 
our viewpoint, and we anticipate their 
support in killing the bill.” 


Country Banking 


Regional Agricultural Credit 
Corporation 


Following is a digest of the. Regional 
Agricultural Credit Program which has 
been prepared by the American Bank- 
ers Association: 


1. Under the organization: of the 
US.D.A., the Food Production Adminis- 
tration is placed under the direction of 
former Governor Townsend of Indiana, 
with Governor A. G. Black of the Farm 
Credit Administration in charge of 
“Production Loans Branch” which is 
making the new source of credit avail- 


able. 


2. County War Boards will direct 
the loaning program in the country. 
Loan representatives of R.A.C.C. are 
being set up in each agricultural county 
of the United States, such representa- 
tives to be designated by the County 
War Boards. 

3. Production Credit Association 
Secretary-treasurers will, where avail- 
able, likely act as local representatives 
of the R.A.C.C. in working with the 
local war boards, taking applications, 
Inspecting collateral, servicing and 
collecting loans. 

4. F.S.A. supervisors may be desig- 
nated to handle this type of loan where 


County War Boards think supervision 
is desirable. 


5. Production Credit Associations 
are to act as custodians of notes and 
Supporting instruments. 

6. Loans of less than $2,500 shall be 
closed in the county by chairman of the 
War Board and by local R.A.C.C. 
Tepresentative. (If the latter is also 
local P.C.A. secretary loans up to 
$7,500 may be closed by them.) 
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7. Loans above $2,500 to $7,500 
shall be referred to local secretary- 
treasurer of P.C.A. for his recommen- 
dation, but may thereafter be made by 
chairman of County War Board and 
the R.A.C.C. representative without 
following the P.C.A. recommendation. 
8. Applications for $25,000, or more, 
to finance range livestock or livestock 
feeder applications; applications for 
$10,000, or more, to finance dairying; 
applications for $7,500, or more, to 
‘finance any other type of farming—all 
these shall be referred to the R.A.C.C. 
at Kansas City, domiciled with F.C.A. 
there, of which A. G. Black is governor. 
9. R.A.C.C. can sell any loan to a 
bank, P.C.A., or other lending institu- 
tion that desires to purchase it, with the 
consent of the notemaker. Purchaser 
of the note will pay a charge of 14 per 
cent of principal. 
10. All credit information obtained 
in connection with any application shall 
be held in strict confidence, except it 
may be released or divulged by the 
approval of the president, vice presi- 
dent, or secretary of R.A.C.C. 
11. Loan purpose. Loans may be 
made to finance production, harvesting, 
and marketing of crops, purchasing, 
raising, breeding, fattening, and market- 
ing of livestock; production and market- 
ing of poultry, poultry products, and 
dairy products; purchase and repair of 
equipment essential to the farmer’s pro- 
duction program; and for other pur- 
poses directly related or incident to the 
farming or livestock enterprise, includ- 
ing necessary labor and farm living 
expenses; also for the payment of 
income taxes and current taxes on real 
and personal farm property; and the 
payment of current interest on mortgage 
indebtedness as well as current install- 
ments on any amortized farm mortgage 
loan. 
_ 12. Eligible borrowers. Loans may 
be made to actual producers only. These’ 
include any farmer, stockman, or 
poultry producer, including any part- 
nership or corporation engaged in 
agricultural or livestock production. 
Loans also may be made to any local 
group of farmers or stockmen formed 
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for the purpose of acquiring larger 
items of machinery or equipment, sires, 
etc., for common use among the 
provided all members of the group join 
in executing the note, mortgage, ete. 


13. If the bank or other creditor now 
holding lien on crop or livestock is 
unwilling to loan additional money— 
where County War Board chairman or 
R.A.C.C. loan representative thinks — 
larger loan should be made—their exist- 
ing indebtedness will be taken up and 
refinanced through R.A.C.C. loan, or 
such waiver or subordination as will 
afford R.A.C.C. first lien will have to be 
obtained. 

14. “In general, the minimum col- 
lateral security required will be a first 
and paramount lien upon the crops to 
be produced, the chattels purchased, and 
the livestock or poultry” .. . “In 
eral” may give officers of R.A.C.C. the 
right to make loans merely on the show- 
ing of an acceptable financial statement, 


15. Servicing of loan. R.A.C.C. loan 
representative or members of County 
and Community AAA Committee will 
“call upon borrowers under this pro 
gram.” Since each County War Board 
will have in its file a copy of the 19% 
farm plan for war production, it may be 
contemplated that the farmer will be 
visited by the local R.A.C.C. representa 
tive and AAA Committee and consulted 
as to the amount of credit he may need. 
Visits by field representative of the 
R.A.C.C. in Kansas City in company 
with local representative and Counly 
War Board are contemplated. 


16. Interest rate is five per cent from 
date, payable at maturity; interest 
be charged only on the unpaid ‘balanee, 
from date of such advance to date of 
payment. 

17. Inspections. Application shall 
be accompanied by P. C. A. inspection 
report-cost up to one-half per cent of 
loan. No charge to be made if applice 
tion rejected. 


18. All notes will be drawn for om 
year or less. Full information 
handling of renewals and extensions WH 
be given out later by RA.CC. @ 
Kansas City. . 
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19. Prior liens. If applicant’s crops 
or chattels to be pledged for R. A. C. C. 
loan are subject to prior liens, such 
waivers and subordinations will have 
to be obtained “as will afford the Cor- 
poration a first and paramount lien.” 
Stand-still or non-disturbance agree- 
ments from mortgage-holders also will 
be sought. 


Gas Ration Advantage to Cease 


_ Any advantages enjoyed by govern- 
ment sponsored agencies in the field of 
agricultural credit over country banks 
are expected to be removed by an inter- 
pretation of the gasoline rationing 
regulations by the Chief of the Mileage 
Control Section of the Office of Price 
Administration, according to the Wash- 
ington office of the American Bankers 
Association. 

In general, under the gasoline ration- 
ing regulation, any bank officer or 
employe who must travel more than 150 
miles but not more than 470 miles a 
month by automobile in driving between 
his home and his bank or in the course 
of his occupation, is eligible for a sup- 
plemental gasoline ration (Class B 
Coupon Book) in addition to the basic 
gasoline ration (Class A Coupon Book). 

If such occupational driving averages 
more than 470 miles a month, gasoline 
ration may not be allowed for such 
excess, unless it is preferred mileage. 
Preferred mileage gasoline rations 
(Class C Coupon Books) are issued only 
for necessary driving in carrying out 
certain purposes specified in the Gaso- 
line Rationing Regulations. 

The interpretation of the Chief of the 
Mileage Control Section of the OPA 
referred to, specifically designates 
travel by bank employes or representa- 
tives for the purpose of examining 
farms or livestock offered as collateral 
for loans and rendering skilled advice to 
farmers in planning of farm operations 
& among the purposes for which pre- 
_ mileage gasoline rations may be 
Issued. 


_It is expected that this interpreta- 
tion will remove any doubt which may 
previously have existed as to the eligi- 
ility of bank representatives neces- 


sarily driving in furtherance of agricul- 
tural production through financial 
assistance to farmers for Class C Coupon 
Books. This interpretation also makes 
it clear that the government sponsored 
credit agencies such as the PCA’s will 
no longer have any advantage over 
banks in obtaining sufficient gasoline 
to visit farms for such purposes. 


Convention. Dates 


Owing to war conditions, conventions 
are subject to change and cancellation. 


April 5-6—Florida Bankers Associa- 
tion. Jacksonville. 

April 9-14—A. B. A. Executive Coun- 
cil. Waldorf-Astoria Hotel, New York 
City. . 

April 16-17—Association of Reserve 
City Bankers. Waldorf-Astoria Hotel. 
New York City. 

April 19—Louisiana Bankers Asso- 
ciation. Heidelberg Hotel, Baton Rouge, 
La. 

May 5-6—Arkansas Bankers Associa- 
tion. Arlington Hotel, Hot Springs. 

May 6-7—National Association of 
Mutual Savings Banks. Waldorf- 
Astoria Hotel, New York City. 

May 6-7---Oklahoma Bankers Asso- 
ciation. Oklahoma City. 

May 14-15—New Jersey Bankers 
Association. New York City. (Prob- 
able Dates.) 

May 17-18—Industrial Bankers Asso- 
ciation. Annual Institute. Edgewater 
Beach Hotel, Chicago. 

May 18-19 — Mississippi 
Association. Jackson, Miss. 

May 19-20—Pennsylvania Bankers 
Association. Bellevue-Stratford Hotel, 
Philadelphia. ; 

May 20—Alabama Bankers Associa- 
tion. Birmingham. 

May 25-27—Texas Bankers Associa- 
tion. Fort Worth. 

May 26-27—Indiana Bankers Asso- 
ciation. Indianapolis. 

May 26-28—TIllinois Bankers Associa- 
tion. Palmer House, Chicago. 

June 9-10—American Institute of 
Banking. Chicago. 


Bankers 
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June 14-27—Graduate School of 
Banking. New Jersey College, New 
Brunswick, N. J. 

June 16-18—Minnesota Bankers Asso- 
ciation. Hotel Nicollet, Minneapolis. 

June 21-22—Montana Bankers Asso- 
ciation. Hotel Northern, Billings. 

June 23-24—Wisconsin Bankers Asso- 
ciation. Milwaukee. 


June 23—Colorado Bankers Associa- 


tion. Shirley-Savoy Hotel, Denver. 


Personal 


L. R. Mahoney in New Post 


Lester R. Mahoney, assistant vice- 
president, Bank of the Manhattan Com- 
pany, New York, has been placed in 
charge’ of the Bank Relations Depart- 
ment of that bank in the territory 
adjacent to New York, succeeding 
- Richard J. Faust, Jr., retired. 


Marshall Corns Forms New Company 


Marshall Corns, for years one of the 
operating officers of the City National 
Bank & Trust Company, Chicago, has 
become president of Marshall Corns & 
Company, Chicago, management engi- 
neers and consultants. 

With its office at 39 South La Salle 
Street, Chicago, this company is incor- 
porated under Illinois law, chartered to 
act in an advisory capacity to banks 
and bankers on management problems, 
and to furnish or install Accounting 
Procedures, Audit Systems and Controls, 
Cost Systems, Investment Programs, 
Marketing Surveys and Organization 
Analysis for banks and bankers and 
their customers. 

Mr. Corns was educated at Loyola 
Academy, Chicago, and St. Mary’s Col- 
lege, Kansas. The early years of his 
banking career were spent with several 
small banks in Illinois, before coming 
to Chicago with the City National Bank 
& Trust Company. He has been a fre- 
quent contributor to this magazine and 
other banking journals and is the author 


of “Better Bank Management” published 
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MARSHALL C. CORNS 


by the Bankers Publishing Company in 
1937. He is a member of the Academy 
of Political Science. 

The directors of the company, in addi- 
tion to Mr: Corns, are: H. E. Cotter, 
president H. E. Cotter & Company; 
Franklin Keller, president, D. F. Keller 
Printing Company, and G. Rody Scheib, 
secretary-treasurer, Crown Steel Sales 
Company. 


National Bank of Detroit Promotions 


Walter S. McLucas, chairman of the 
board of the National Bank of Detroit, 
recently announced the following pro- 
motions: 

G. F. Dewhirst, head of the credit 
department; A. R. Glancy, Jr., out-of- 
town division; and Ray D. Young, 
operating division, to assistant vice 
presidents. All have been assistant 
cashiers. 

V. C. Gersch, branch manager Liver 
nois-Puritan office; R. L. Griffin, assist 
ant credit manager; A. H. Hupp; A. & 
Krause; H. A. Mertens, manager 0 
Uptown Office; B. F. Studebaker; L. G. 
Trocke and J. A. Zinn to be assistant 
cashiers. 

Trust department promotions—W. B. 
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Krag, Malcolm McMillan, R. C. Whit- 
sett, Jr., to assistant trust officers and 
assistant vice-presidents. All were 
assistant trust officers. W. H. Gibson, 
P. E. Hurr, W. G. McClintock and J. E. 
McGowan were promoted to assistant 
trust officers. 


Dale E. Sharp in New Post 


Dale E. Sharp, vice-president of the 
Guaranty Trust Company, New York, 
has been transferred from the trust 
department to the banking department, 
and will henceforth be identified with 
the company’s banking relationships in 
the Middle West district, comprising the 
States of Illinois, Michigan, Indiana, 
Minnesota, Wisconsin and Iowa. 

Since his graduation from college in 
1924, Mr. Sharp has been associated 
with the Guaranty Trust Company of 
New York and the National Bank of 
Commerce in New York (merged with 
the Guaranty in 1929) except for a brief 
period when he was in the investment 
banking business. In recent years he 
has been engaged in the investment 
work of the trust department. 

Mr. Sharp was born in Topeka, Kan- 
sas, in 1903, and was graduated from 
Washburn College in_ 1924 and from 
New York University, Graduate School 
of Business Administration, in 1928. 


Joseph R. Slipper Retires 


Last month the Guaranty Trust Com- 
pany of New York honored its Head 
Paying Teller, Joseph R. Slipper, on 

e occasion of his retirement from 
active service after an association of 


fifty years with the company. In the 
more than one hundred years of the 
bank’s history, Mr. Slipper is the third 
member of the organization to achieve 
that length of service. In retiring on 
pension he carried with him not only 
the good wishes of his associates and 
many friends of long standing among 
the bank’s customers, but also a tangible 
expression of good wishes in the form of 
a check for a thousand dollars, pre- 
sented on behalf of the company by W. 
Palen Conway, chairman of the board. 
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Training Our New Bankers 


The problem of training new em- 
ployes was discussed in a recent issue of 
the Wells Fargo Messenger by Fred 
Engelbrech of the Wells Fargo Bank & 
Union Trust Company, San Francisco, 
Calif. He said in part: 

Tellers, bookkeepers, people from vir- 
tually every department of our bank 
have been called to the armed forces of 
our country. ‘ Those called to the colors 
cannot, unfortunately, leave their expe- 
rience behind, but must be replaced 
with as little disturbance as possible to 
the routine of our departments and the 
service they render. 

This problem was foreseen by the 
management; so, early in 1941, a de- 
partment was established for the train- 
ing of new employees, mostly girls, for 
the various departments, primarily 
those using adding or bookkeeping 
machines. 


All new employees have the activities 
of the various departments in the bank 
explained to them, not in the sense of 
preparing them for speciflc assignments 
in most departments, but more to give 
a picture of the bank’s many functions. 
The relation between the various de- 
partments and their dependence upon 
one another are explained. For ex- 


. ample, the course of items is followed 


from the time they are received in the 
San Francisco Clearing House, or by 
our tellers, or through the mail, until 
they are charged to the proper depart- 
ment, collected and all entries passed. 
In training for the adding machine, 
many dummy checks and batch letters 
are made up, which are listed over and 
over again. Accuracy is placed above 
all else, and as soon as the keyboard 
has been mastered sufficiently to insure 
accuracy, emphasis is placed on speed. 
The first day it takes the average stu- 
dent 10 to 12 minutes to list 150 prac- 
tice checks; and in about a week this 
time is cut to about 4 minutes. The 
different types of. batch letters in the 
In-Mail, Central, Proof and Transit are 
1943 
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160,000 Americans die of cancer 
annually. Authorities say many 
of these deaths could be avoided. 


Help us spread the knowledge 
that cancer can, in many cases, be 
cured. Enlist today in your local 
unit of the Women’s Field Army. 


In the Metropolitan Area, ad- 
dress the New York City Cancer 
Committee, 130 East 66th Street. 


AMERICAN SOCIETY FOR 
THE CONTROL OF CANCER 


350 Madison Avenue, New York, N.Y. 


explained and these departments are 
covered in detail. 

For practice in bookkeeping, we have 
dummy ledgers and statements and 
many sets of debit and credit entries. 
A bookkeeper’s daily routine is covered 
in detail; for example, our system of 
stop-payments, old dates, correction of 
posting errors, cross entries, handling 
of overdrafts and reclamations, proof 
of big accounts, filing of checks and 
ledger cards, reporting of large bal- 
ances, remittance and blocked accounts. 

A record is kept of all errors and 


cross entries made on practice sets and 
the importance of accuracy in this type 
of work is clearly demonstrated. » 

Supplementing this practice with 
dummy checks and explanation of the 
activities of the various departments, 
the students are taken to the operating 
departments in small groups to view 
actual work of the department. 
before being “snowed under” with the 
details of a specific job, the new em 
ployees are equipped in some measure 
with banking in. general, familiar with 
banking terms, and are fairly adept in 
the use of machines, as used in the bank. 

This training normally takes four to 
five weeks and the new employees are 
then assimiliated into the various de- 
partments. 


Accelerated Training Program 
The Dollar Savings Bank, New York 


City, recently came to the- conclusion 
that their training program for new em- 
ployees would have to be accelerated in 
order to keep pace with the rate at 
which employees were being called in- 
to the service. Like many other mem 
ber banks, the Dollar’s training pro 
gram was based on starting the new em 
ployees in very simple jobs and thea 
gradually moving them up the ladder, 
Under such a program, the bank estk 
mated that it took between six and eight 
months for a new employee to qualify a 
a replacement for a junior teller. 


After studying the problem very care 
fully, the bank concluded that a more 
efficient method would be to organizea 
voluntary training course which wo 
be held from 4:30 until 6:00 o’clock 
every afternoon for a period approx 
imating ten days. To date, the respons 
has been 100 per cent on the part df 
the new employees, 60 per cent of whom 
are women. 

Information on the Dollar Savings 
Bank’s training program may be ob 
tained from Fred W. Bennigsen, comp 
troller. 
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